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FEDERAL HOME LOAN BANK BOARD SEIZURE OF LONG 
BEACH FEDERAL SAVINGS & LOAN ASSOCIATION 


THURSDAY, AUGUST 25, 1960 


Hovusk Or REPRESENTATIVES, 
SPECIAL SUBCOMMITTEE ON THE 
Homa Loan Bank Boarp or THE 
CoMMITTER ON GOVERNMENT OPERATIONS, 
Washington, D.C. 

The subcommittee met at 10 a.m., in room 1501—B, New House Office 
Building, Washington, D.C., Hon. John E. Moss (chairman of the 
subcommittee) presiding. 

Members present: Representatives John E. Moss, Chet Holifield, 
Neal Smith, Clare E. Hoffman, and George M. Wallhauser. 

Also present: Herbert Roback, subcommittee staff; and James A. 
Lanigan, associate general counsel of the Government Operations 
Committee. 

Mr. Moss. The subcommittee will now be in order. 

The hearings opened this morning are a followup to hearings held 
prior to the adjournment of the session in July. They are held in an 
effort to further clarify the situation in connection with current op- 
erations of Long Beach Federal, and with the steps being taken by 
the Board, if any, to follow out the recommendations contained in the 
report of the House Committee on Government Operations, which was 
filed on July 2, 1960. 

Our witnesses this morning will be the Chairman of the Federal 
Home Loan Bank Board, the Honorable Albert J. Robertson, and such 
members of his staff and the Board’s staff as he desires to have with 
him. 

Mr. Robertson, would you come forward, and would you have those 
members of your staff and of the Board’s staff who are present here 
with you, and who will be participating with you in response to ques- 
tions of the committee arise with you, and we will swear you all, 
en banc? 

Will each of you repeat your name and title for the record ? 
ear. Trevas. Simon H. Trevas, attorney, Office of the General 

ounsel. 


Mr. Stoane. Edward Sloane, attorney, Office of the General 
Counsel. 


Mr. Murruy. George W. Murphy, Jr., attorney, Office of the Gen- 
eral Counsel. 


Mr. Wyman. My name is John M. Wyman, Director, Division of 
Supervision, Federal Home Loan Bank Board. 
r. Waurers. Lawrence M. Walters, Associate Director, Division 
of Examination. 
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Mr. Rosertson. Albert J. Robertson, Chairman of the Federal 
Home Loan Bank Board. 

Mr. Drxon. Ira Dixon, member of the Federal Home Loan Bank 
Board. 

Mr. Moss. Thank you. 

Mr. Robertson, will you come forward, where I think it will be a 
little more convenient for you and for the committee ? 


TESTIMONY OF ALBERT J. ROBERTSON, CHAIRMAN, FEDERAL 
HOME LOAN BANK BOARD; ACCOMPANIED BY IRA A. DIXON, 
BOARD MEMBER; EDWARD E. SLOANE, SIMON H. TREVAS, AND 
GEORGE W. MURPHY, JR., ATTORNEY-ADVISERS; JOHN M. 
WYMAN, DIRECTOR, DIVISION OF SUPERVISION; AND LAW- 
RENCE M. WALTERS, ASSOCIATE DIRECTOR, DIVISION OF 
EXAMINATION 


Mr. Trevas. Mr. Chairman, I rise on a brief point of order. 

Mr. Moss. Well, now, you may arise to address the Chair, but not 
on a point of order. 

Mr. Trevas. All right, Mr. Chairman. 

At the last hearing there was somewhat detailed testimony with 
respect to certain newspaper reports and publishings, one item par- 
ticularly appearing in one of the Long Beach papers where reference 
was made to “ghost town,” and so on. 

You may recall it, Mr. Moss, and it appears in the committee 
report. 

Last week in Los Angeles, the newspaper reporter, Mr. McCauley, 
who wrote that article, appeared and testified in response to a ab 
pena served upon him by Mr. Gregory’s attorney, Charles K. Chap- 
man. 

I have brought with me a transcript of his testimony, as well as 
the testimony of Judge Dougherty. I would ask the privilege at 
this time, or at any time that the chairman sees fit to permit me to do 
so, to read into the record that testimony. 

Mr. Moss. Well, I would suggest to counsel that you, I believe, are 
sufficiently familiar with the procedures here on the Hill, and pro- 
cedures generally, that you recognize that this is the sort of material 
that you communicate to the chairman or to the counsel of the com- 
mittee, and discuss in an effort to determine ahead of time whether 
or not such a request would be in order. 

The chairman would be very happy to afford you the opportunity 
for such discussion. It isn’t appropriate at this moment. 

Mr. Trevas. Thank you. I had just returned and hadn’t had an 
opportunity to communicate with the committee. 

Mr. Moss. I would like to have the record show that I feel that 
I am in a little better position today to make certain judgments and 
to have an understanding of this matter than I was during the last 
series of hearings, because I have had the opportunity of visiting the 
Bellehurst subdivision, going over it rather extensively, inspecting 
the homes in various stages of construction and destruction, and I 
have visited the institution, itself—the Long Beach Federal—talked 
with some of those in charge of the institution at the moment, and I 
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might say not in the most cooperative manner from the persons 
present, but nevertheless an opportunity to actually visit and see 
what was going on. 

Upon return from my visit I called Chairman Robertson and com- 
municated to him certain concerns. This was followed up on the 18th 
of July with a letter which we had hand-delivered to Mr. Robertson 
asking for some specific report on items which we had discussed in 
our conversation, and I will read that letter into the record: 


Hon. ALBERT J. ROBERTSON, 
Chairman, Federal Home Loan Bank Board, 
Washington, D.C. 


DEAR Mr. CHAIRMAN: During the hearings held by the Special Subcommittee 
on the Home Loan Bank Board during the month of June 1960, and looking 
into the seizure of the Long Beach Federal Savings & Loan Association by the 
Board, there was considerable discussion of the Bellehurst subdivision which 
had been financed by the association. In order to bring the subcommittee up to 
date with respect to the Board’s actions involving that subdivision, it would be 
appreciated if you could send us the following information as soon as possible: 

(1) What actions has the Board or its agents taken to bring about the com- 
pletion of the unfinished buildings in the subdivision and to prevent further 
delinquencies with respect to the subdivision? 

(2) What actions has the Board or its agents taken to protect physically 
the properties on the subdivision, to prevent their deterioration and to keep 
the subdivision and the properties thereon in good condition? 

As indicated above, this information is needed by the subcommittee imme- 
diately. 

Sincerely yours, 


The letter, of course, was signed by me as chairman of the sub- 
committee. 

I received a reply to that letter on August 1, 1960, from Chairman 
Robertson, addressed to myself as chairman of the subcommittee, and 
I will read this letter into the record: 


DeEaR Mr. CHAIRMAN: We acknowledge receipt of your letter of July 18 
regarding the Bellehurst subdivision, which has been financed by the Long 
Beach Federal Savings & Loan Association, Long Beach, Calif. 

It is not possible to answer question No. 1 definitely, as the attorneys for 
two of the borrowers in the subdivision have questioned the indicated delin- 
quencies. The attorneys for one corporate borrower deny the existence of any 
delinquency and allege that, if any delinquency is shown on the books and 
records of Long Beach Federal Savings & Loan Association, it must be due to 
illegal and unwarranted charges never authorized by the corporate borrower. 
The attorneys for the other corporate borrower allege that Long Beach 
Federal Savings & Loan Association, without the authority or consent of the 
borrower, withdrew approximately $700,000 from the trust account set up 
for construction purposes. It is alleged that this made it impossible for the 
corporate borrower to complete the homes and place itself in a position to 
meet the installments of interest and principal as they fell due. In this instance, 
it is further alleged that illegal and unauthorized charges have been made 
against the accounts of the corporate borrower, for which interest had been 
accrued for many months, during which time the corporate borrower did not 
have any of the funds available to it. These matters are presently the subject 
of discussions between the supervisory representative in charge, his attorney, 
and the attorneys for the borrowers. 

In response to your second question regarding physical protection of the 
properties, we enclose copies of self-explanatory letters dated July 18 and 21 
from the supervisory representative in charge to Mr. George A. Hart, Jr., of 
Ball, Hunt & Hart, attorneys for the borrowers. 

On July 26, 1960, Mr. Hart responded to. the letters of July 18 and 21, 1960, 
from the supervisory director in charge. In his letter, Mr. Hart stated that all 
known vandalism occurred almost immediately after construction ceased during. 
the summer of 1959. Mr. Hart indicated that since the vandalism at Bellehurst 
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did not commence until after construction funds were withdrawn and Bellehurst 
interests were forced to discontinue construction of the houses, it would be the 
position of the Bellehurst Corp. that any vandalism which occurred was caused 
by the wrongful act of Long Beach Federal Savings & Loan Association. Mr. 
Hart stated that, in his opinion, the cost of a 24-hour guard at Bellehurst would 
not be warranted. 

The supervisory representative in charge has nevertheless undertaken to pro- 
vide the necessary security protection along the lines indicated in his letter of 
July 21, 1960. 

Sincerely, 


Signed by Albert J. Robertson, chairman, with the notation of en- 
closures. 

The first enclosure is a letter dated July 18, 1960: 
Mr. Georce A. Hart, Jr., 
Ball, Hunt & Hart, Attorneys at Law, Long Beach, Calif. 


Dear Mr. Harr: One of our inspectors was recently in the Bellehurst develop- 
ment and found that certain vandalism had occurred. As a matter of informa- 
tion to you, I believe you might be interested in the result of the inspection. The 
properties so affected are listed below: 











Lot No. | Address Damage 
oe Re EE a a ee | Kenwood Ave.................-- All walls defaced. 
Di eda tieck ogre = Si | SIG Dei tb ale aee Upper portion of fireplace charred. 
aa ele kee eR a MR a iets Oe tae, Rocklath pounded in (1 room). 
i penit deickescccsnnesedcainesaanena Monticello Ave_..--..--.-------| Rocklath pounded in (various rooms), 
ee 2 te See ree a 8 oe eo | Do. 
ihc casiesb ati Bi ice ee Sa irish otk te . Do. 





It is our understanding that this type of damage should be reported to the 
insurance company in order that you may set up a claim for vandalism. 
We should appreciate your keeping us advised of any action you may take 
regarding this matter. 
Yours very truly, 
LONG BEACH FEDERAL SAVINGS 
& LOAN ASSOCIATION, 
C. E. AULT, 
Supervisory Representative in Charge. 


On July 21, 1960, an additional letter to Mr. Hart: 


Dear Mr. Harr: After writing you on July 18, 1960, with reference to the 
vandalism on some of your client’s properties in Bellehurst, I advised my su- 
periors of my letter to you. 

Following consultation with them, I do hereby request that a watchman or 
security guard be employed to patrol the premises, especially between the hours 
of 6 p.m. and 6 a.m. each night. 

I believe that this is the primary responsibility of your clients, and most cer- 
tainly is to their best interests, and therefore I shall expect a prompt reply to 
and acceptance of this request. 

If such reply is not received by July 25, 1960, I have been instructed to inform 
you that if such security measures have not been taken that we, acting under the 
provisions of our deed of trust, will employ such security guard and charge his 
salary against the balance of your loan. 

Yours very truly. 
C. E. AULT, 
Supervisory Representative in Charge, Long Beach Federal Savings € 
Loan Association. 


I think it should be obvious to anyone who has taken the trouble 
to inspect the subdivision and has any knowledge of the general cli- 
matic characteristics of the Long Beach area that the situation exist- 
ing there can only lead to a highly accelerated deterioration of very 
valuable properties, and that the answer on item No. 1 is not re- 
sponsive. 
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It is not responsive, Mr. Robertson, because it goes only to the mat- 
ter of the question of delinquency and not to any positive action being 
taken by the so-called supervisor in charge under, I understand, a 
mandate to conserve assets. 

What I witnessed was a serious deterioration of assets, one which 
tome would be alarming, one which should require the most positive 
actions if the intent is in ‘fact to conserve. Deterioration during long 
hot summer months, followed by heavy rains, where you have exposed 
lumber unpainted can be most serious, and what I witnessed was an 
area where an absolute minimum of precaution was being exercised to 
conserve and to protect. 

Now, I don’t know who made the inspection reported in the letter 
from Mr. Ault, but they list six properties where they have rocklath 
pounded in or w alls defaced, and one instance where a fire had been 
apparently started by someone intent upon vandalism. 

Well, I visited a number of those houses, and there was much more 
serious dam: ge than that. There are some rather expensive skylight 

installations where the entire fixture was shattered, and in more than 
one house. If this is all the damage they saw, I would say it is but a 
fraction of what I witnessed. 

Now, there has been nothing in this report to me indicating a policy 
at Long Beach where you, as { ‘hairman of the Board, and the Board 
and its supervisor in charge have assumed fully and completely the 
responsibilities of management, the obligation to protect to the fullest 
this material which constitutes a part of the reported collateral. 

It would seem to me there is one interesting thing obvious here. 
My letter to you, Mr. Robertson, was hand-carr ied on July 18, and by 
some coincidence, Mr. Ault’s first action in contacting Mr. Hart—if 
this represents the correspondence—occurred on July 18. But Mr. 
Ault had been in charge of this institution since April. He has had 
numerous opportunities to inspect. 

Now, is it the position of the supervisor in charge that he is in 
fact there to conserve and to solve current problems currently, or 
is this a holding operation in advance of some additional step not 
primarily one of conserving and protecting? 

Mr. Ropertson. Yes. 

Mr. Moss. Well, yes, what ? 

Mr. Ropertson. You asked if it was the intent of the supervisor to 
conserve, and I replied “Yes. 

Mr. Moss. W ell, doesn’t that then require that action be taken 
upon moving into 'the institution to solve the problems which have 
been troublesome to the Board ? 

Mr. Roperrson. Yes, but I must add that they are very compli- 
cated problems which are not susceptible to an easy or a simple 
solution, 

Mr. Moss. Well, now, Mr. Robertson, you are the one member of 
this Board who has been or who has had active banking experience, 
and I assume that you were successful or you wouldn’t ‘be sitting as 
a member of the Board. 

Would you be satisfied to let things like this ride in your own in- 


stitution ? Would you feel that you were fulfilling your responsibil- 
ities if you did? 
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Mr. Roserrson. I feel that the Board has moved, or is moving as 
rapidly as is possible or practicable to work out a solution of this 
problem. 

Mr. Moss. I would be interested in what is being done, then, that 
you regard as being as rapid as is possible. 

Mr. Roperrson. I should like to go back to the matter of the 
vandalism. Representatives—the fee owners of the properties, them- 
selves, and their counsel have been to see us three times, I think, in the 
last 2 weeks. In the matter of vandalism, the owners of the property 
told us that they made a complete inspection of the properties, made 
a claim against the insurance company for the vandalism, and that 
the full extent of that claim was $7,500. 

Mr. Moss. That is for the vandalism, itself? 

Mr. Rozertson. Yes. I just wanted to mention that. 

On these same occasions, we had two or three conferences with the 
owners of the property to discuss a program which will bring about 
the completion of the properties and the rehabilitation of the Belle- 
hurst tract. 

Mr. Moss. Are you assured that the fee owners will complete and 
are in a position to complete their obligations to construct the re. 
maining houses and to rehabilitate a number of those already 
constructed ? 

Mr. Rosertson. They believe that they can. 

Mr. Moss. Do you? 

Mr. Ropertson. That is a matter that we have not—— 

Mr. Moss. Right. 

Mr. Rosertson (continuing). Yet decided. 

Mr. Moss. Let’s look further back in this. 

You say in the last few weeks you have had, I believe, three confer- 
ences with them. 

Mr. Ropsertson. Yes, sir. 

Mr. Moss. Wasa contact made by you or your office with Mr. Ault on 
the 18th of July regarding the letter which was delivered to you? 

Mr. Rosertson. I, too, noticed that coincidence, but to my knowl- 
edge it was only a coincidence. There was no communication. 

As I say, I noticed the coincidence as well, but tomy knowledge, and 
I can be almost certain that there was no contact made. 

Mr. Moss. Well, concidence is possible, and I am not going to ques- 
tion your statement at all. I accept it, but it did occur in July. It 
did not occur in April, or in May, or in June, and yet the conditions 
existed in each one of those months. 

You will recall that when I talked with you I also expressed concern 
over the stockpiling on site on each of the uncompleted foundation 
platforms of construction materials which had been, I assume, pre- 
packaged for each house, the fact that much of it was uncovered, and 
that I upon inspection found that much of it. was deteriorating rapidly 
and would certainly deteriorate more rapidly as the heat of the 
summer came on, and if there were not steps taken to cover by the time 
of the first rains that much of it would be completely unusable. 

Do you recall that portion of my comments ? 

Mr. Ropertson. Yes, sir. 

Mr. Moss. Do you know whether or not the supervisor in charge has 
undertaken to insure protection of that type material which certainly 
would run inte many, many thousands of dollars ? 
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Mr. Rosertson. We discussed that with the owners of the property 
when they were here, and we were told that the items of considerable 
value were under cover. They appeared to be not greatly concerned 
with the rough lumber that might be exposed. They said that was a 
relatively unimportant matter. 

Mr. Moss. Well, it might be relatively unimportant. I have seen 
some of those material bills on houses of that type, and it would seem 
to me to run into quite a few thousands of dollars, and when they are 
split and warped, I don’t know how they could use them. They w rould 
make excellent firewood, but are of little value for other purposes. 
And I point out to you that it is not inconceivable that you, as man- 
agers of this association, m: iy ultimately have to force a rec eivership if 
you can’t work out a de al, and that therefore there should be a very 
real, a very vital interest in insisting upon proper protective measures 
by them, or ac ting under the general powers of the trust deed, or the 
trust agreement to move in and do it and char ge them for it. 

These things I think are inherent in an effort to conserve and to pro- 
tect. I think they are most essential, but they have not been done. 

There are erosion problems which require attention, in my judgment. 
There should be efforts to rehabilitate, and time here is going to run 
into dollars, dollars which could be import: nt in final solutions of the 
problems which attach to the situation existing at the moment. 

Mr. Rosertson. I agree with you. 

Mr. Moss. Is this the measure, then, other than the conferences you 
have had with the fee owners, is this the measure of the steps taken by 
the supervisor in charge ? 

Mr. Ropertson. Yes, sir, at that time, insofar as I know. 

Mr. Moss. Mr. Robertson, I think they are totally inadequate, and 
do not reflect either the interest or the competence which I feel should 
be exercised in an institution of this size, and on a piece of collateral 
as important as this. 

Mr. Roperrson. May I say this, Mr. Chairman: The owners of the 
property are still in charge of the property. 

Mr. Moss. They are, unless you move against them when they are 
not satisfying you. I would move against them by now, if I hadn’t 
been able to come to anything, before I would permit this condition 
to continue to build up. 

Mr. Rozertrson. Do I understand you to say that you would move 
for a receivership ? 

Mr. Moss. I would move under every right I have under that trust 
agreement, and I would have moved quickly. 

Mr. Stoanr. Excuse me. You are not inferring these conditions 
only existed since April 22, are you? 


mmig € 


Mr. Moss. I am insisting that they have accelerated seriously since 
April 22. 

Mr. Stoanr. But they did exist prior to April 22. 

Mr. Moss. I don’t know how long they have existed. 

Mr. Stoanr. But there was refer ‘ence to them in the Board’s charges 

Mr. Moss. Of course, there was reference to them in the Board’s s 
charges, and I point out under the testimony of the previous manager, 
they \ were moving to have this matter resolved either by the fee owners 


or by having someone else step in and undertake to rehabilitate or to 
complete this project. 
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Mr. Stoane. But these conditions had existed for longer than 3 
months. 

Mr. Moss. You are not going to get me to concede that. These are 
cumulative conditions, they are cumulative conditions, and they were 
being dealt with by the previous management. From the 22d day of 
April until the 18th day of July, nothing was done. That concerns 
me, because if you have supported your charge—and I don’t know 
whether you have—of incompetency on the previous management be- 
cause of this, then I say by all that is true, the existing management 
1s even more incompetent. 

Mr. Stoane. Well, I am merely pointing out, sir, that these con- 
ditions were reflected in the Board’s charges which you characterized 
as innocuous gobbledegook. That is all I wanted to say. 

Mr. Moss. Well, I am going to permit you that statement because 
Iso still regard them, you see. 

Mr. Sioane. I understand. 

Mr. Moss. Current management was actively dealing with them 
at the time of the takeover, but since the takeover, there has been no 
dealing with these. 

If it was the grounds for taking over, then certainly it should have 
been the first problem to be attacked and resolved, and here on the 18th 
of July, after I had visited and inspected carefully, there is finally 
a first step. ; 

Mr. Horrman. Will the chairman yield? 

Mr. Moss. Certainly, Mr. Hoffman. 

Mr. Horrman. May I be excused, Mr. Chairman ? 

Mr. Moss. Certainly, Mr. Hoffman. 

Mr. Trevas. On the basis of the transcript of the record I make 
this respectful suggestion that the only indication this record indi- 

sates on the activities of the former management with respect to the 
Bellehurst project were activities leading to some new offers, or some 
other persons who might come in and complete it, but I don’t recall 
any instance in the transcript, and I will stand corrected if I am 
wrong, where there is any testimony of actual overt acts on the part 
of the former management to preserve the property, put tarpau- 
lins on lumber or anything of that kind. 

Mr. Moss. Let me point out that I had not visited the property 
then, or I would have asked the questions. 

Mr. Trevas. I had the same reactions you did. 

Mr. Moss. But I also point out, knowing again this climate, you 
go through a winter there, and you let this stuff out, it may be 
all right if you get right with it, but if you let it lay out in that 
boiling sun for a few months, you know what happens to it. You 
only have to have one season. 

Mr. Trevas. It may indicate my ignorance. I saw that lumber 
just 2 weeks ago, and I have also been under the impression the 
more you season lumber the better it gets. 

Mr. Moss. But there is a different way of seasoning it. 

Mr. Trevas. Some of the things that concern you I am sure con- 
cerned me when I went through it, and are matters of concern to 
the Board, too—vandalism, where rain could penetrate, and things 
of that kind, but I think in the present posture, the Board’s attitude 
is, so far as I have been able to determine, what can we do immedi- 
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ately with the fee owners to get them to work out their own solu- 
tion before that event. 

Now, I understand the rainy season in California is January, am 
[right? Oram I wrong? 

Mr. Moss. Oh, we can start along any time after October, when 
we start getting our first few hopeful ‘drops. 

Mr. TREV AS. “I want to take my raincoat out there. 

Mr. Moss. Our heavy season is after the first of the year, of course, 
if we have a heavy season, and we are always hopeful. It runs 
through until usually along about June, when we dry up and we have 
no more again until around October or November. 

Now, you took over during the time that we were still getting the 
rains. When I was out there in July, there had been 2 good hot 
months. 

Mr. Trevas. I went through the project 

Mr. Moss. And I recognize that I didn’t question closely. You 
know seeing is a very enlightening process. ; 

Now, I am puzzled as to why in August we start to discuss means 
of getting the fee owners in on the most significant item of concern 
to the Boa ird as reflected by their charges 

The supervisor in charge taking over in the latter part of April, 
and no steps until July. WwW hy not right then a discussion of means 
to resolve this problem ? 

Mr. Trevas. There were discussions beginning in May, while I was 
there. 

Mr. Moss. With whom? 

Mr. Trevas. With Mr. Hart, the attorney for some of the Belle- 
hurst owners, and these discussions, so far as I understood, had to do 
with what can we do to work out of this mess, and those discussions 
had been relayed to the Board, and there had been a continuing effort. 
It is of no advantage to the Board for the Bellehurst property 

Mr. Moss. Who has conducted these discussions ? 

Mr. Trevas. Various staff members. I would assume from time to 
time it has been relayed along the line. It has been a matter of con- 
cern to the Board to get as much information as they could. 

Mr. Moss. Let’s bring it down, now. If you had discussions, you 
had discussions between X and Y. Let’s have X and as 

Mr. Trevas. I will give you the extent of my personal knowledge, 
which is limited. If anyone can supplement it, I think they should. 

In the early part of May, the attorney for one—the attor ney’s name 

was Hart—came into the association to see Mr. Ault. the supervisory 

representative, immediately to raise questions as to whether or not 
this was a real default, to raise questions as to what action precipitated 
the situation that they found themselves in. 

Along about that time a charge was made by him that $700,000 had 
been unauthorizedly withdrawn from trust funds in the Farmers & 
Merchants Bank that were to be used for construction purposes. 








Mr. Moss. Let’s examine the unauthorized withdrawal. 

Mr. Trevas. I am relating what he said. 

Mr. Moss. You have a trust agreement on that, don’t you? 

Mr. Trevas. I am not personally familiar with it. There is a trust 
agreement. 


Mr. Moss. And under a trust agreement, usually you are permitted 
to do certain things. 
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Mr. Trevas. Right, sir. 

Mr. Moss. And if you act under the authority of the trust agree- 
ment, and you make certain charges, are they authorized under that 
agreement, are they authorized or unauthorized ? 

Mr. Trevas. If you will allow me to explain it, I think TI begin to 
see a ray of clarity on a matter that confused me in the beginning 

As TI understand it, Mr. Moss, there is a trust agreement with Farm- 
ers & Merchants Trust Co. executed between the former management 
and the people involved in Bellehurst under the terms of which cer- 
tain construction supervisors were named who had authorized dis- 
bursements from time to time in connection with the performance of 
their construction contract as needed. 

The trust, as I understand it, was to make provision for the dis- 
bursal of funds by a trustee, Farmers & Merchants Trust Co.. upon 
certification of these gentlemen. 

Mr. Moss. On certification by the gentlemen satisfactory to the 
trustee / 

Mr. Trevas. I think the trustee contended he was bound by their 
certification that they could make this disbursal. The trustee I think 
is 2 nominal trustee. 

Mr. Moss. He would pretty well satisfy himself that they weren’t 
raiding the trust. 

Mr. Trevas. Well, I don’t think that he had a discretion to exercise. 

Mr. Moss. I would. 

Mr. Trevas. Well, I won't debate that. 

Mr. Moss. Wouldn't vou? 

Mr. Trevas. I don’t think he had any discretion to exercise, if he 
were directed by the designated agents of the beneficiary to make 
disbursement under certain circumstances. 

Now, I understand from reading the transcripts in this case and 
from what little I have gathered beyond that that allegedly under 
the authority of a cross- pledge agreement—that has been Mr. C hap- 
man’s testimony in this trial out in Los Angeles that I have been 
attending—he believes they were authorized to make application of 
those funds in any wav they saw fit, and I am talking of the man- 
agement, and I am still talking in this contentious position that we 
are in now. 

Mr. Hart, attorney for the fee owners, disagrees. He has threatened 
suit, and I don’t know that it may be filed today, tomorrow, or next 
week, but he takes the position that he has a breach of contract with 
the former management of the Long Beach, and we will be sued as 
well, as successors, that as a result of so-called illegal and unauthor- 
ized withdrawals from that trust, $700,000 which should have been 
applied for construction purposes and which would have enabled him 
to complete construction of some phases of the Bellehurst projects was 
denied him. 

Mr. Moss. Well, these are questions which the court is finally going 
to have to decide. 

Mr. Trevas. That is precisely the situation we are in. We cant 
make an absolute decision. 

Mr. Moss. But there is much of this which the courts should decide. 

Mr. Trevas. Undoubtedly, and we welcome a decision. 
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Mr. Moss. That doesn’t relieve current management of the respon- 
sibility to move under its interpretation of the agreements to protect 
the institution. 

Mr. Trevas. May I bring—— 

Mr. Moss. And its depositors. 

Mr. Trevas. May I bring you to date in that respect ? 

One of the first actions of the supervisory representative was to try 
to terminate this so-called trust where people entirely outside of the 
present management of the association are dictating to the trustee 
when to pay out money and when not to pay out money, and the law 
firm of Clock, Waestman & Clock, retained by Mr. Ault—a very rep- 
utable law firm in the Long Beach area, and whose advice we have 
sought, and we have suggested that Mr. Ault consult with them on 
every move involving any legal question—take the position that he 
is justified in demanding the substitution of Mr. Gregory and the other 
five or Six persons named by Mr. Gregory as construction superin- 
tendents so that we can control that trust and bring those moneys back 
into the association. 

Farmers & Merchants take the position, after conferring with Mr. 
Gregory, that they do so at their peril, having been warned by Mr. 
Gregory and Mr. Gregory’s attorney that this is an irrevocable trust, 
and they have no choice, and they are sitting in the middle and re- 
fuse to recognize five new supervisors of construction who were 
named by Mr. Ault to succeed them, and they would like to resolve 
that question. 

Had we been in a position to directly control those trust funds, 
we could probably have moved much more directly in connection 
with a solution. 

Mr. Moss. What action or what steps have been taken to do this? 

Mr. Trevas. I am under oath, because I was sworn, but if I vary 
from date to date, you will excuse me—I am recalling on my own 
recollection, having spent a week in that association. 

Mr. Moss. I will permit you to take the necessary time so that 
we have a correct record. 

Mr. Trevas. Well, I will say that one of the early steps in late 
April, and not later than the first part of May, was this directive 
sent to Farmers & Merchants Trust Co. 

We realized a contention would be made, and had been made earlier, 
that this was an irrevocable trust. It had been made earlier because 
we were amazed to find that persons entirely outside the association 
had the destiny in their hand to direct a third party how millions of 
dollars of the association’s funds were to be disbursed. 

Mr. Moss. The association was protected by the agreement, wasn’t 
it? 

Mr. Trevas. The association had created a trust putting in the 


hands of six named individuals sole authority to authorize the dis- 
bursement of those funds. 


Mr. Moss. Is this so unusual ? 
Mr. Trevas. I have never seen that, Your Honor. 


Mr. Moss. Well, let me ask you how much experience vou have had 
with this sort of thing. 
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Mr. Trevas. Well, I have been an attorney since—— 

Mr. Moss. That doesn’t qualify you to pass judgment on that ag 
to whether it is usual or unusual. 

Mr. Trevas. If you will permit me to answer the question, I wij] 
give the best answer I can. 

Mr. Moss. Were you an attorney in private practice ? 

Mr. Trevas. I worked for a private law firm, while I went to law 
school and for 2 years after that. 

Mr. Moss. And did they deal extensively in matters of this type? 

Mr. Trevas. Very extensively. They represented a large laundry 
establishment in the State of New York. Part of my work was to si 
up all night in 24-hour sessions on complicated real estate closings and 
trusts where the amount of money was so great that a day’s interest 
was important. 

Mr. Moss. Are the customs in New York the same as those followed 
in California ? 

Mr. Trevas. I really couldn’t say case by case that they are the 
same, but if you will hear me out I spent 18 years of my life as at- 
torney in the Government for the Home Owners Loan Corporation— 

Mr. Moss. I will let you hear me out a bit. I point out that I am 
a licensed real estate broker in California, and I am not totally un- 
familiar with some of the things that we do out there, and I don't 
think this is so uniquely different. 

Mr. Trevas. I have seen construction contracts in my lifetime where 
an architect picked by the owner has been designated to certify funds 
for construction for time to time. I will concede I have seen that. but 
I have never seen an occasion where a beneficiary is so divorced, where 
a savings institution—who are the most conservative institutions—I 
have never seen a single instance where they are so divorced from the 
control of the funds that they are powerless to do anything where the 
successor to the association walks into the trustee and says, “I want to 
nominate construction superintendents amenable to me so I can have 
some control of discharging these funds,’ and meeting the answer, 
“T am sorry, sir, this is an irrevocable trust, you have no right to tell 
us how to disburse the funds.” 

Mr. Moss. If I were the chairman of the board of a federally char- 
tered savings and loan association after the knowledge I have gained 
in the last few months, I would try to prepare carefully all along the 
road to get everything away so you couldn't get at it to protect myself 
from what I have concluded, and I have reflected officially in my re- 
port, is an arbitrary and unnecessary, and I think from the stand- 
point of the interest of the community, an undesirable, seizure. 

In fact, if I were one out in my area now, I think I would im- 
mediately plan to convert and get away, unless the Congress decides 
to clean up this law, to take away the opportunity for the torturing of 
the statute as I feel has been done in this instance. 

Mr. Sioane. Your primary interest would be as the chairman for 
your own interest and not of the shareholders ? 

Mr. Moss. Oh, I would feel that I was acting for the shareholders, 
because what has happened since seizure in my judgment is most 
detrimental to the shareholders. 

Mr. eee Well— 

Mr. Moss. I don’t regard the actions of Mr. Ault as the actions of 
an interested and attentive management. 
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Mr. Trevas. Well, these are opinions which the Chair is well within 
its realm of having if the facts support it. 

Mr. Moss. He is within the right to have it whether or not they 
are supported. It isa matter of my opinion. 

Mr. Trevas. It is a matter of pride to me 

Mr. Moss. It is a personal right, and I so have it. 

Mr. Trevas. Mr. Moss, it is a matter of pride to me as a civil servant 
in the Government for 27 years to see the caliber and type of men we 
have in that institution. 

Mr. Moss. Sir, that was not my impression. 

Mr. Trevas. If Mr. Ault has any faults—and I watched the man 
on the stand, and I have talked to him and everything else—I would 
say he is so overconscientious that he leans over backward not to 
create any false impressions. 

I don’t know anybody in private business that works 7 days a week, 
14 or 18 hours a day around the clock, to do a job for the salaries 
that these men get and do it——— 

Mr. Moss. You don’t know—— 

Mr. Trevas. Well, I do, sir. 

Mr. Moss. Now, let’s have an end to this, let’s have an end to it right 
now. 

I visited your institution at Long Beach, and if I had been a de- 
positor walking into it, I wouldn’t have left anything there. 

You people have succeeded in setting up an atmosphere there which 
bespeaks a holding operation, and that is all, and that appears to be 
what is intended from the transcript of the court on page 908 in Mr. 
Ault’s testimony, and Mr. Fenderson’s. 

As long as we are getting down to your pride as a civil servant 

Mr. Trevas. That wasn’t my point. My pride in how these men 
were working 

Mr. Moss. When you get down to how these people work, I spent a 
lot of time and effort, as has Mr. Holifield, working to improve the 
conditions of the civil servant. 

Mr. Trevas. I recognize that, and I appreciate it. 

Mr. Moss. There are few who have worked more diligently. 

Mr. Trevas. IL appreciate that, and I have told it to you personally. 

Mr. Moss. But of all the witnesses I have had before me in 5% 
years in investigating a great variety of Federal agencies, I have never 
met the contemptuous and insolent attitude displayed by the staff 
of the Home Loan Bank Board, both in the person of you gentlemen 
and in the person of the staff at Long Beach Federal. 

I think that they have demonstrated the most open sort of con- 
tempt for the Congress of the United States, a most unfriendly and 
uncooperative air toward the Congress of the United States and its 
committees. 

You see, unlike you, when I take this assignment, I am taking one 
of many, many assignments I have as a Member of Congress. I am 
not personally involved, 1 am not emotionally involved. All I am 
trying to do is develop the facts, to make an evaluation to determine 
whether government is good and efficient. 

I have no prejudice against anyone when I start on these, but in 
the light of the conduct I find it most difficult to keep the detached 
and unprejudiced air or attitude that I would like to have. 
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I know that most of you fellows came here long before the present 
administration, so I am not looking for any political weapon. All 
I am trying to do is find facts, and I have had a most difficult 
time. 

And this Mr.—what was his name? 

Mr. Rorsack. Albion W. Fenderson. 

Mr. Moss (continuing). Was one of the most insolent men I have 
ever met. I was greeted at Long Beach Federal as though I were 
the most hostile and unfriendly person walking into the institution, 
and everybody there looked like they were scared to death of every- 
one else, and the whole air—and I have been in business a long time~ 
was one to sort of chill and frighten. 

You know, you usually ws alk into a business est: ablishment and you 
expect to be greeted ina friendly manner. 

Mr. Trevas. I would say so. 

Mr. Moss. And you expect to see people there who reflect a meas- 
ure of confidence, security, and pleasure in what they are doing, and 
in an institution of this type that atmosphere is a must, and it does 
not exist. 

Mr. Trevas. Mr. Moss, I wish to make one statement. If anything 
I have said to you this morning seemed insolent or unfrie ndly, it was 
completely unintentional. 

Mr. Moss. You have been the least insolent and unfriendly, 

Mr. Trevas. I have a great respect for this committee, a great re- 
spect for the Congress, and a great respect for every man who serves 
on the Hill. 

Mr. Moss. Never before have I had to order aside counsel, ree- 
oonized eounsel; as I have here. Never before have I had to order 
aside an invited member of a -Federal board, as I did here. Never 
before have I excused a witness for illness to have him fly to Salt 
Lake and make a speech as I have had here. Never before have I 
experienced what I have here. 

Now, Mr. Konecky says: 

Yes, I would say that we arrived at the conclusion that we were doing 
nothing to disturb the manner, policies, and procedures in not only the book- 


keeping but almost all the operation of the Long Beach Federal until such 
time— 





this is the condition, you see 


as there is an administrative hearing and await the results of that administrative 
hearing. 

This summarizes my fears as to what the actual situation is, a hold- 
ing operation pending a further action. This can’t be a healthy con- 
dition. 

I inquired as to the number of loans that had been made, and 
various activities of the institution, and they were not the actions 
or the activities of an institution seeking to continue itself in opera- 
tion. It looks to me like it is just a case of waiting until control is 
complete and absolute, and then we have the final liquidation of the 
institution. 

Mr. Trevas. I can’t refer you to the exact page in that record, Mr. 
Moss, but Mr. Ault also testified on what he meant by a holding 
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operation. The judge asked him that question, and his testimony 


was: 

Well, Your Honor, I thought it was my job to conserve the assets of the asso- 
ciation, to the best of my ability, a sort of holding operation. I judged I would 
pe in here some time within a 6-month period, and I didn’t want to disturb or 
radically change existing policies with regard to these major loans so that in 
the event after an administrative hearing it were held that the institution 
should be returned to former management that I could return it to former 
management without compounding any problems which they might otherwise 
have. 

That was the full statement in substance of Mr. Ault’s testimony, 
and I think in the context in which you are reading now from Mr. 
Konecky’s statement, which I heard personally last Friday, he was 
using the words “holding operation” in that limited sense. They 
didn’t mean holding for the purpose of dissipation. I think the 
question was asked directly by Judge Hall, “What do you mean?”, 
and so on and so forth, “to dissipate it?”—*No, sir, to conserve it as 
best I can.” 

My only other thought, Mr. Moss, is simply this: The Insurance 
Corporation has a very vital interest in this association. It is cer- 
tainty not in the Board's interest, or the public interest, to do anything 
but conserve it as fully as possible to reduce any possible loss to the 
minimum. 

Mr. Moss. Of course, the question of whether or not this is a mat- 
ter of conserving to reduce loss could be a policy which would be 
inherent in undertaking a caretaker operation for liquidation. The 
difference between just the barest sort of conserving for purposes of 
liquidating at the absolute minimum of loss, and taking the actions 
which continue a healthy growth pattern for an institution in the 
hope of seeing it remain alive, a vital part of the community. There 
isa great difference. 

Going on, I think it was then—“Carl” is Konecky ? 

Mr. Trevas. “Carl” is Mr. Ault. Konecky is George. 

Mr. Moss. Konecky says further: 

I was of the same opinion as Carl, his tenure in office would last approximately 


§ months, and mine as consultant would be terminated at any time, but I was 
of the same opinion he was. 


Question : 


You thought no harm would come to the association if things of this kind 
rocked along for about 6 months as they had been, is that right? 


The answer was: 


Not if we are following the instructions and directions that we had been 
given along with our requests from time to time. 

I understand there were instructions given at the time of takeover, 
extensive instructions. 

Mr. Trevas. Right. 

Mr. Moss. I don’t recall that fact being testified to in our first 
hearings when we attempted to determine the policies and procedures 
which guided in takeover, and I believe I examined rather closely on 
that. Now I have secured a copy of the instructions which were 
issued by Mr. Wyman in advance of, or concurrently with the take- 
over, instructions issued—rather detailed ones—to Mr. Ault. and had 

n supplied that information at the time of the first hearings, I 
would have been in a better position to try to get on to the record 
the exact nature of the policies of the Board. 
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I think this matter of the instructions developed in the court hear. 
ing in Los Angeles were that Mr. Ault seemed uncertain as to his 
ability to recall any specific instructions, and Mr. Konecky the 
acknowledged that written instructions in detail had been given by 
Mr. Wyman, a copy produced to the court, and it is the copy produced 
to the court that I finally have gotten, and I got that yesterday. 

Asa matter of fact, I believe here in the questioning of Mr. Ault— 

Were you given any instruction when you were sent to Long Beach to seize the 
association? 

Answer: 

I have Order 13372. 

Question : 

Any others? 

Answer: 

As to written instructions, why, they would consist of that Board order, and 
I think there were various other Board orders at later dates. 

Question : 

Are those the only written instructions you had, the formal Board orders? 

Answer: 

That is correct, that is all I can recall. 

Yet under date of April 22, in a letter to Mr. Ault from Mr. Wyman, 
there were very detailed instructions, which I think we will now make 
a part of this record. 

This is dated April 22, 1960, to C. E. Ault, supervisory representa- 
tive in charge, Long Beach Federal Savings & Loan Association, 328 
American Avenue, Long Beach, Calif. General instructions to super- 
visory representative in charge. 

“Dear Mr. Ault’”—and this runs through for six pages, signed 
“Sincerely yours, John M. Wyman, Director.” 

P.S.—Attached hereto (exhibits A to E, inclusive) are certain supplemental 
instructions for the guidance of the SRIC; the details are of course subject to 
modification by him to such extent as the facts and circumstances of the par- 
ticular association require. 

Now, again I got this late yesterday, and I didn’t have the oppor- 
tunity to do some of the checking that I would like, but I asked Mr. 
Hallahan, and he said: 

Well, Mr. Chairman, I believe—I don’t know that there are any specific in- 
Structions—I believe the general program is to give the supervisory representa- 
tive in charge the authority. 

Were you aware, Mr. Robertson, that these specific instructions were 
sent to Mr. Ault ? 

Mr. Roperrson. I was not aware of them specifically ; no. 

Mr. Moss. Mr. Dixon, did you have knowledge that these specific 
instructions were sent out to Mr. Ault by Mr. Wyman ¢ 

Mr. Dixon. I knew there were to be instructions as to the conduet 
of the employees, including ourselves, but I didn’t know the details 
But, as I understood it, Mr. Chairman, they were to be just as nearly 
a normal operation as they could make it. 

Mr. Moss. Well, now we have the benefit of the instructions, and 
we will have an opportunity to study them this evening. I quoted 
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from the hearing record of the committee, the printed volume, page 
638, the question ‘Thad put to Mr. Hallahan. 

Is there objection to including the instructions as exhibit I-1 in the 
record? Hearing none, it will be so included. 

(Exhibit I agp in the appendix on p. 1331.) 

Mr. Moss. The record may show that Mr. Wallhauser of New 
Jersey is now with the committee, and that his earlier absence was 
made necessary by the meeting of another subcommittee of the Com- 
mittee on Government Operations. 

Then we are correct at this point that on the matter of the physical 
protection, this represents, in addition to the three conferences, the 
record up to this moment; is that correct ? 

Mr. Rosertson. Except that early in August the guard was put on. 

Mr. Moss. Notice of that is contained in the letter which I read 
into the record from Mr. Ault to Mr. Hall stating that if they did 
not do it themselves, the management of Long Beach would undertake 
it and charge it against them. 

Mr. Rogertson. And that was done. 

Mr. Smirx. Mr. Chairman, who did this, the management of Long 
Beach or the fee owners ? 

Mr. Rosertson. The supervisory representative in charge engaged 
him. 

Mr. Moss. Mr. Roback. 

Mr. Ronackx. Mr. Chairman, references were made to the court 
hearing by Mr. Trevas. He had the benefit of attendance at the 
court hearing and made some remarks with respect to the conserva- 
torship. 

Is there any doubt in your mind, Mr. Trevas, that Mr. Ault took 
a position of just running the day-to-day operations, keeping the 
place going until some disposition was made of the association sub- 
sequent to an administrative hearing? Is there any doubt in your 
mind ? 

Mr. Trevas. Yes. 

Mr. Rogack. There is doubt in your mind ? 

Mr. Trevas. Yes; part of your answer is correct. 

Mr. Rosack. What is the part that is incorrect ? 

Mr. Trevas. He made the distinction between exercising his dis- 
cretion on the individual loans on a day-to-day operation to keep it 
running effectively as he would his own business, but they made this 
big distinction. He said w hen it came to these major loans, the Belle- 
hurst amounted to almost 25 percent of the total assets, orginally 
$25 million of assets in excess of $100 million. He said when it came 
to decisions with respect to that, he felt that this was a matter of 
such importance that he should refer it direc tly to Washington to the 
Board and to Mr. Wyman. 

Mr. Ropack. All right. Does the court record reflect that Mr. 
Ault expressed concern that if he did take action he might be afflicted 
with some legal liability? Does the record reflect that? 

Mr. Trevas. No; I don’t think so. It reflects this 

Mr. Rozack. Does it or doesn’t it? 

Mr. Trevas. It does not. 

Mr. Ronack. Do you recall Judge Hall’s query to Mr. Ault when 


he said, “Have you evaluated the legal liability consequent upon non- 
action?” Do you recall that? 
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Mr. Trevas. I recall it very vividly. 

Mr. Ropack. Why would the judge say that if the record wouldn't 
reflect Mr. Ault was concerned about the legal liability of nonaction? 

Mr. Trevas. I will explain it to you. 

Mr. Rorack. Are you giving us your construction or telling us what 
was in the record ? 

Mr. Trevas. I am telling you what was in the record. 

Mr. Moss. Then quote the record. 

Mr. Trevas. Get the record and you will see. It was with refer. 
ence to the bond, and I think that was on the 18th or 19th. 

Mr. Rorack. Incidentally, Mr. Chairman, a lawyer for the Board 
appeared before the court and said that our report was hearsay, it 
had no legislative purpose, it reflected no legislative situations. That 
might be a matter of incidental interest to the committee. 

Mr. Trevas. I don’t know who said that. 

Mr. Rorsack. Mr. Blair. 

Mr. Trevas. From the U.S. attorney’s office ? 

Mr. Ronack. Was he your attorney ? 

Mr. Trevas. No; the case out there i is being handled by the Depart- 
ment of Justice; the U.S. attorney’s office in Los Angeles is handling 
the trial. 

Mr. Ropack. Are you an interested observer ? 

Mr. Trevas. No, sir. Let me finish. I would be happv to advise, 

Mr. Ropack. Please do not make statements. Answer the question 
succinctly. 

Mr. Trevas. The Board has had an attorney available to assist the 
U.S. attorney in liaison in any way that can be helpful. Judge 
Dougherty was the attorney since the thing started, and during his 
illness I was sent out there for several weeks and assisted them. 

The attorney is the U.S. attorney. If he made a statement of that 
kind, I have no personal knowledge of it. I don’t deny it. It wasn’t 
on advice or recommendation of myself or Judge Dougherty. 

Mr. Rorack. I didn’t ask you to comment on that, I asked you to 
comment on the point that you were commenting on; namely—— 

Mr. Trevas. If I can have a few minutes, I will find that exact 
testimony. If it would save time, I can paraphrase it briefly without 
making anv speech. 

Judge Hall had been interrogating, and so had Mr, Chapman, on 
the bond, what a fidelity bond covered and what a performance bond 
covered. In connection with that, the judge said to Mr. Ault: 

Do you realize there is a possibility that some actions you take might involve 
you in a personal liability separate and apart from your representative status? 

The witness testified further, and said that he didn’t understand 
that his personal status would be involved, to which Judge Hall said: 

Well, I don’t want you to think that I am prejudging it or suggesting that 
there is such a liability on your part. I just asked whether you had considered 
that might be involved. 

That was the tenor of it. 

Mr. Rorack. Does the record reflect that Mr. Ault was concerned 
not to act in the Long Beach matter because he was concerned about 
liability, personal or otherwise? 

Mr. Trevas. I would say “No.” 

Mr. Rorzack. Then let the record speak for itself. 
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Do you recall that Judge Hall pointed out to the witness the possible 
consequences of nonaction ¢ 

Mr. Trevas. Yes. 

Mr. Ropack. Very good. Now, is there any doubt in your mind, 
Mr. Trevas, is there any doubt in your mind, Mr. Robertson, that the 
administration of the important issues concerning Long Beach Fed- 
eral is one dictated, supervised, and approved by Washington 4 

Mr. Ropertson. No. 

Mr. Rosack. There is no doubt in your mind. The supervisory 
representative doesn’t consider himself as making, does not undertake 
and is not actually making any judgments or dispositions of the major 
affairs of Long Beach Federal. 

Mr. Rosertson. I think he could, but he would be—— 

Mr. Ropack. He would be afraid to. 

Mr. Rozerrson. He would probably refer them to Washington. 

Mr. Rosackx. Now, when you refer to what is being done to conserve 
the assets of Bellehurst, you have referred to the actions of the super- 
visory representative. You are running the show, are you not? 

Mr. Roserrson. In the last analysis, as our representative, I would 
say “Yes.” 

Mr. Rozack. Even though you are not within a 50-mile radius, isn’t 
that so ¢ 

Mr. Ropertson. And at a disadvantage for that reason. 

Mr. Ropack. It is then the decision of the Board, is it not, as to 
what would be done or not done in consequence of the situation which 
dictated the seizure order ? 

Mr. Roserrson. I beg pardon ? 

Mr. Ropack. Certain things were recited in Board Order 13372 
which were put on the association as a certain kind of malfeasance or 
mismanagement. 

Now, what actions were taken to correct any of those situations, and 
we will start with the first one, that had to do with the payment of 
insurance premiums. 

Mr. Rosertson. Of course nothing could be done about the premiums 
that were impounded in court until that case was adjudicated. 

Mr. Ropack. So that—excuse me. 

Mr. Rozertson. The first action was that the supervisory representa- 
tivein charge did pay the premium that was due. 

(Mr. Robertson’s letter of September 15, 1960, to Hon. John E. 
Moss, corrected this statement, see appendix, p. 1365.) 

Mr. Ropack. Paid it to whom ? 

Mr. Rozertson. Paid it to the Insurance Corporation. 

Mr. Rorack. So he has taken a step with regard to the first item, 
he is trying to do for the association what you charged it was not 
doing previously, he is paying insurance premiums. 

Mr. Rosertson. He is following the normal procedure. 

Mr. Rosack. Now, with respect to the purchase of the bank stock ? 

Mr. Rosertson. Well, that. situation would change, because the 
bank stock is in proportion to the mortgage loans outstanding, as I 
understand it. 

There is no additional purchase of bank stock required. 

Mr. Rogack. In other words, they have come down a little bit, the 
loans have stopped, or the business has decreased so that they don’t 
have to purchase any additional bank stock ? 
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Mr. Rosertson. That is my understanding; yes. Iam not sure of the 
arithmetic, but I think there was no problem. 

Mr. Ropsack. If that were not the case, would you purchase the bank 
stock ¢ 

Mr. Rozertson. I would assume so. That question didn’t come up. 

Mr. Rosack. What about the dividend situation that was mep- 
tioned in item 3 of the order ? 

Mr. Rozerrson. That is a matter which c ame up also in Judge Hall’s 
court, and the Board gave the report to Judge Hall in camera cl: aiming 
that it should not be “released. in the public interest, and Judge Hall 
has taken that under consideration. 

Mr. Rovack. We are talking about the payment of dividends. This 
seizure was made in April. There was a divided payment due at 
the end of June, I believe, or the beginning of June. 

Mr. Rozertson. June 30. 

Mr. Rosack. Now, what was the decision there ? 

Mr. Rozertson. There was a dividend at the rate of 414 percent per 
annum paid on the shares then outstanding. 

Mr. Rosack. So the payment of that dividend would reflect 
decision unrelated to the financial condition of the institution, or did 
that reflect an error in your allegation with respect to the ability to 
pay dividends ? 

Mr. Rosrrrson. As I say, the circumstance of the payment of that 
dividend is one which we claimed privilege on in Judge Hall’s court, 
and he took it under advisement. We should be glad in executive 
session to give the same information to the committee as was given 
to Judge Hall in camera. 

Mr. Rozack. Are you now taking the position that your erstwhile 
claim of judicial privilege no longer applies so long as the committee 
goes into executive session? Is that your position now ¢ 

Mr. Rozertson. No; this is unrelated to that. 

Mr. Rozack. I am asking you a question, and I want you to consider 
it carefully. 

Are you now stating that with regard to any request this committee 

makes for any kind of information, it will be supplied in camera to 
the committee ? 

Mr. Rosertson. No; we are making this as a particular one in the 
matter of public interest. 

Mr. Rosack. Then you have two kinds of privileged information— 
that which you will supply in camera, and that which you will with- 
hold under any circumstances? Is that what you are saying? 

Mr. Ropertson. Well, I suppose that is true. I am saying that this 
particular information we would give you privately. 

Mr. Rorack. Mr. Robertson, when you went to Judge Hall and 
supplied certain presumably confidential information in camera, did 
you understand that you were only doing that with respect to one 
item which would not necessarily be a precedent for another, or were 
you undertaking to supply to Judge Hall anything requested which 
he would in chambers decide ought | to be made public or not? 

Mr. Rozerrson. May I ask Mr. Trevas to answer that, because it is 
a legal problem which I don’t understand. 

Mr. Trevas. Mr. Roback, I presume you have had an opportunity 
to read the transcript. 
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The court requested me, not as attorney for the litigant, but as an 
officer of the court, on Monday of this week, if I would communicate 
with the Board and request the Board to present all relevant data and 
documents called for in various subpenas issued by Mr. Chapman, and 
that if there was any matter in it which the Board thought in the pub- 
lic interest might be privileged, would the Board segregate that mat- 
ter in a sealed folder and submit it to the court in camera, and it would 
give careful consideration to that. 

* T advised the judge I would do that directly, and there was sub- 
mitted probably hundreds of documents to the court without any claim 
at all. 

Mr. Ropack. Were any withheld under the subpena ? 

Mr. Trevas. I am getting to it. 

Mr. Ropack. Excuse me. 

Mr. Trevas. There were some three or four pieces of paper in Ault’s 
possession which the Board thought in the public interest ought not 
to be disclosed, for reasons that are somewhat apparent, in relation 
tothis dividend question. 

Mr. Ropack. Somewhat apparent to whom? 

Mr. Trevas. I would say to the committee, too, possibly. 

Mr. Ropack. Apparent to the committee if displayed to the com- 
mittee, not apparent to them if they can’t see the papers. That would 
not make any sense. 

Mr. Trevas. We are not refusing to supply anything to the com- 
mittee. 

Mr. Rospack. I want you to state that clear and loud. What are 
you saying now, that you are prepared not to withhold any informa- 
tion from this committee ? 

Mr. Trevas. Will you just hear me out? 

Mr. Ropack. I am trying to find out what you are trying to say. 

Mr. Trevas. In answer to the question of the dividends, the Board 
will make as full disclosure as it possibly can to this committee. 
These are matters not involved in the ndaninianrédile hearing, and 
that was the only ground upon which privilege was ever claimed, and 
Mr. Robertson asked respectfully, and it is up to the chairman of the 
committee to make the ruling, that if the committee wants that in- 
formation it first be considered an executive privilege. 

Mr. Rozack. This is with regard to the payment of dividends. 

Mr. Trevas. That is right. 

Mr. Rosack. This is an invitation by the Chairman of the Board to 
the chairman of the committee which I will not participate in deciding. 
He can rule on it when he sees fit. 

For the moment, on the question of privilege, are you saying as 
concerns the information requested previously by the committee with 
regard to certain matters attending, preceding and involving the so- 
called seizure order, that you are still asserting judicial privilege? 

Mr. Ropertson. Yes, sir. 

Mr. Ropack. You are still asserting judicial privilege. 

Mr. Ropertson. Yes, sir. 

Mr. Rosack. With regard to that, we had quite a discussion, Mr. 
Robertson, a rather involved discussion, and you said in response to 
many questions regarding order 13372 and related matters that these 
would come up at the administrative hearing. Do you recall that? In 
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some sense they were the same, or continuous, or merged—do you re- 
call that ? 

Mr. Moss. The contention was they were merged. 

Mr. Rogertson. Yes, sir. 

Mr. Rosack. Now, are you familiar with the contents of the go- 
called more definite statement that was submitted by the Board in re. 
sponse to a request from Mr. Gregory ? 

Mr. Ropertson. Yes, I saw it. 

Mr. Rosack. Are you familiar with an item on page 6 in which the 
Board refuses to respond to information regarding the so-called emer- 
gency ? 

Mr. Rosertson. If it was there, I saw it. 

Mr. Moss. Did you subscribe to it ? 

Mr. Rosertson. I am sure I did. I would like to see it again. 

Mr. Moss. I think this is important, because repeatedly in the 
course of the first hearings we were told that the Board was assert- 
ing a judicial privilege, a judicial privilege because the issues in 13379 
merged with the issues of 13440. 

You may recall it was my position that that was not the case, that 
one reflected a final official action, one upon which a determination 
had been made and an order issued and completed, and that the only 
matter pending was the matter involved in 13440. 

Now, on page 6, paragraph IT, in response to the second request for 
more definite statement of the grounds of emergency claimed for ex 
parte appointment of supervisory representative in charge, the Board 
says, first, under section 5(d) (2) of the Home Owners’ Loan Act it 
has the absolute discretion to appoint a supervisory representative ‘in 
charge, and the exercise of such discretion is not subject to review bya 
trial examiner ; second, the question of the reasons for or the propriety 
of such appointment is wholly irrelevant to the issues of fact before 
the trial examiner, the sole purpose of the hearings to begin on Sep- 
tember 1, 1960, being to determine whether any of the grounds stated 
in resolution 13440 exist for the appointment of a conservator for the 
association. The Board therefore denies said second request. 

Now, by that language you, in my opinion, underwrite the position 
T took that they do not merge before the trial examiner. If there isa 
merging of the issues, it occurs again, as I stated, before the court upon 
a review where the court may review. The examiner doesn’t, nor do 
you gentlemen. So in fact what we were considering, as I stated in 
those hearings, was a separate completed action resulting in the issu- 
ance of an order by the Board. That was final at that point. There 
is no review, by you or by your examiner. 

The questions raised as to the propriety of the committee’s action in 
undertaking hearings were not well founded at all. The committee 
was acting in complete propriety. The Board’s position then is 4 
contradiction of the Board’s position in this statement, the position 
asserted before this committee, and this is a disburbing thing to me, 
Mr. Chairman, because we have a pattern here. In each forum, each 
case, each request, we find the assertion of a different. position which 
in effect says “this Board is answerable to no man until we choose 
to be—we will pick the time when we will answer,” and I think thats 
unconscionable in our Government, and I can’t subscribe to it at all. 

I feel strongly that we must recommend to the next Congress, and I 
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am confident that we shall recommend to the next Congress, legislation 
which will make very clear that you are not in a no man’s land, that we 
have not created an autonomous power over here which no one in the 
courts or Congress can reach, but at least the question of merging the 
question before the trial examiner, which was contended repeatedly is 
repudiated by your own document, clearly repudiated by your own 
document, and the sole purpose of th: it heari ing scheduled, the adminis- 
trative hearing, is exactly as I stated, an examination into 13440, and 
13372 has not merged at that point. 

Mr. RoBERTSON. I should like to ask counsel to comment on that. 

Mr. Moss. Now, let me make it clear, I am not a lawyer, Mr. Chair- 
man, and neither are you. I have to arrive at my positions and my 
understandings, because no one else can exercise my responsibility. 

You must arrive at the same point and no one else, whatever their 
advice to you, can assume your responsibility. 

This is your responsibility. This may have been advised, drafted, 
put together by your counsel, but it is yours, not theirs. This is your 
doe ument for whic h, under the law, you are completely responsible. 

Now I would like your understanding, not theirs. 

Mr. Roperrson. Well, when I asked for their comment, I am still 
of the opinion that the two orders—the facts involved in the two 
orders will be merged in the administrative hearing. 

Now, the signific: ance—— 

Mr. Moss. May I point out to you where you are now contradicting 
yourself ¢ 

The question of the reasons for or the propriety of such appointment is wholly 
irrelevant to the issues of fact before the trial examiner. 

This is your language, not mine. 

Mr. Rosrrtson. That is our counsel’s language prepared advisedly, 
and that is why I asked for an explanation of w why that language was 
used. 

Mr. Moss. Mr. Robertson, when my counsel prepares an opinion 
for me, or a report, any advisory document, my understanding as to 
what he meant and what he intended is arrived at before I accept it 
as my own. When I have accepted it as my own, it is no longer his 
understanding, but mine—not his responsibility, but mine—not his 
words, but mine. 

Am I being unreasonable? 

Mr. Ronertson. I don’t think you are being unreasonable, but when 
counsel prepares a technical response, and prepares it in what he 
considers appropriate legal language, I assume he has good reason 
for that language. 

Mr. Moss. Well, when they make it reasonable to me, I make that 
same assumption. I have fired them on occasion because they couldn’t 
make it reasonable to me. I have fired very distinguished counsel 
because they couldn’t make it reasonable to me. 

Again, no one else has my responsibility but me, the law places it 
squarely upon my shoulders, it is not on theirs. 

Mr. Rorerrson. And whether that paragraph refers to the same 
theory which we had in the earlier hearings, and which TI still have, 
that the two are merged, or whether for the purpose of the specific, 
more specific statement there is a distinction, I don’t know. 


Mr. Moss. All right. 
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Mr. Ropack. Do you know what the words “absolute discretion” 
mean in that paragraph ? 

Mr. Roserrson. I know what the words “absolute discretion” mean 

Mr. Rozacx. Do you know what it means in the context of that 
paragraph? Does it mean, for example, that you have an option 
whether to issue an emergency order or not?’ Is that your under- 
standing of absolute discretion ? 

Mr. Rozerrson. I would say so. 

Mr. Rosackx. And you understand the law and you construe the 
law 

Mr. Moss. I don’t think we should press the point. Mr. Robertson 
has very candidly admitted that he does not really know whether 
this represents his own firm convictions. 

Mr. Roperrson. No, I didn’t mean to say that. I meant to say that 
I don’t know the distinction that that paragraph may have with 
respect to the request for the more specific statement, and the position 
which we took, and still take that the problems in those two orders are 
merged. For the purpose of that statement, and for the purpose of 
that argument, counsel may have a good reason. 

Mr. Moss. Well, I was going to back away and say I thought the 
record was clear, and I wasn’t going to press you, but really the lan- 
guage here is rather clear. “Questions of the reasons for the items 
enumerated in 13372 or the propriety”—whether or not you properly 
construed the actions and the intent of the Congress when it amended 
the act back in 1954—“propriety of such appointment.” This goes to 
the whole body, the entire text of the 13372—“is wholly irrelevant.” 
This is not an equivocal statement, it is “wholly irrelevant to the issues 
of fact before the trial examiner.” 

Mr. Roserrson. For the purpose of that more specific statement—— 

Mr. Moss. Do we have a different position for each purpose? 

Mr. Rosertrson. There may well be. I don’t know, sir. 

Mr. Ropack. Does this make sense to you ? 

Mr. Moss. It is your position, Mr. Robertson—your position. Do 
you have a different position for each set of circumstances? 

Mr. Rozerrson. My position and our position in these earlier hear- 
ings, and in these being conducted now is that many of the same facts 
which will be developed at the administrative hearing were the basis 
for the emergency order, and that they couldn’t be separated. 

Mr. Moss. Sir, you have stated here that they are wholly irrelevant. 

Mr. Roserrson. In this statement? 

Mr. Moss. Yes, wholly irrelevant. 

Mr. Rosertson. I would like counsel to give some comment on it. 

Mr. Moss. On this—and I do want you to have the advice of coun- 
sel, sir, but on this it is important that you as Chairman of this very, 
very important agency, where you have acted on a matter, ratified 
the language and adopted it as your own, I want this record to re- 
flect only your understanding, and only your interpretation. I have 
no doubt that counsel would somehow try to make rational] that which 
appears at the moment to me highly irrational. 

If you want to say you don’t know, and later on talk with your 
counsel, that for your own purposes you certainly have the right to 
do, but I don’t want to have this record now—it is important that 
I know what you as Chairman of this Board, you in whom the Con- 





Tess ' 
‘ all J 
Mr. 
my fe 
merge 
Nov 
one fc 
roba 
: Mr. 
went 
didn’t 
couns 
Mr. 
Mr. 
Mr. 
Mr. 
under 
taken 
Mr. 
Mr 
posit 
Mr 
Mr 
have 
acom 
Mr 
Mr 
Mr 
Mr 
unde! 
your 
mitte 
differ 
of pr 
Mr 
Mi 
mitte 
cause 
is the 
Mi 
M 
are a 
Mi 
M 
5(d) 
findi 
Boar 
M 
M 
Mr. 
M 
M 
We 


Ln, 
lat 
on 
eY- 


he 


on 
ler 
lat 
ith 
on 
ire 
of 
he 
n- 
ms 


ed 


to 


les 


Do 
ur- 
sis 


nt. 


n- 
ry, 
ed 
re- 
ch 


ur 


at 
n- 


LONG BEACH FEDERAL SAVINGS AND LOAN ASSOCIATION 1135 


o—that 


ress vested authority, place on this record your understanding 


is all 1 want. 

Mr. Rosertson. Well, I summarize it this way, that it was and is 
my feeling that as a practical matter that the facts in the two orders 
merged. 

Now, while there may be a confiict there, and apparently there is 
one for the purpose of the pleading, or whatever you call it, counsel 

robably had a good reason for stating it in that language. 

Mr. Moss. Let me ask you this. Inasmuch as we so exhaustively 
went into this question, as you reviewed this before adopting it, 
didn’t this language pique your interest sufficiently to inquire of 
counsel exactly what the import of it might be ¢ 

Mr. Rosertson. No, it did not. 

Mr. Moss. Did you read this ? 

Mr. Ropertson. Yes, I did. 

Mr. Houtrrevp. Did you at the time you read that, Mr. Robertson, 
understand that this was an entirely different position than you had 
taken consistently before this committee ¢ 

Mr. Rozertrson. No, sir. 

Mr. Houirietp. You didn’t realize it was an entirely different 
position ? 

Mr. Rozertson. No, sir. 

Mr. Honrrreip. Do you not join with me in saying that what you 
have done here, at the instance of your attorneys, constitutes in effect 
acomplete refutation of your former position ? 

Mr. Rosertson. Well, that is not the intent. 

Mr. Horirrme rp. That wasn’t the intent ? 

Mr. Ropertson. No, sir. 

Mr. Houirrerp. You spoke of the purpose of making this statement 
under a special condition. Would you subscribe to the theory that 
your lawyers should take one position before a congressional com- 
mittee and then in order to gain a legal advantage take a completely 
different position before a court? Would you subscribe to that type 
of procedure ¢ 

Mr. Rosertson. No. 

Mr. Horrrrerp. You were either perpetrating a fraud on this com- 
mittee or perpetrating it upon the court in taking that position, be- 
cause you can’t reconcile that. Knowingly or not knowingly, this 
isthe impact of that type of pleading. 

Mr. Roserrson. There is no intention of perpetrating a fraud. 

Mr. Hortrreip. I am sure there is not on your part. I grant you 
are a sincere person. 

Mr. Moss. Mr. Dixon I believe was seeking to make some comment. 

Mr. Dixon. Yes; I would just like to say that as I read this act, 
d(d), which the Congress enacted, the hearing examiner will make no 
findings or recommendations at all insofar as the judgment of the 
Board with respect to emergency. 

Mr. Moss. That is in accord with my own understanding. 

Mr. Hortrievp. That was the position of the committee originally, 
Mr. Dixon. 

Mr. Moss. That was the position of this committee. 

Mr. Hoxtrrerp. That was exactly the position of this committee. 
We were not concerned with the hearing, the administrative hearing, 
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we were concerned with an administrative act which had already 

occurred ostensibly upon reasoning of the Board. This is all we 
were concerned with. We were not concerned with a future act in the 
administrative hearing. 

We were concerned only with an act which was final, and which 
has turned out to be punitive on an association. 

Mr. Moss. Well, without judging, as I stated at the beginning of 
the hearings in June, I had been very careful to paint out we were 
only inquiring into the action reflected in order 13372 Now, con- 
trary to the statement of Mr. Blair before the court, there is a very 
real legislative purpose in these hearings, one which can be very 
quickly identified. There was concern that the Board in acting as 
it had, had not followed the intent of the Congress when it amended 
in 1954. 

Now, let me make clear that I discussed this matter with a number 
of the members of the Banking and Currency Committee who partici- 
pated in writing that amendment to the law, and from them I have 
gleaned their intent, and their intent was what my underst: anding of 
it was. I voted for it, and then in the examination, the legislative 
purpose was whether or not we had to change the law to see that the 
intent could not be misconstrued again, a proper legislative interest, 

Mr. Drxon. May I make one further comment? I think for at 
least 4 years the Board has pointed out repeatedly that 5(d) does not 
cover, does not permit the intervening actions that might be taken 
which would avoid such actions as this. 

Mr. Houtrrecp. But the other section does. The other section of 
the act permits a more moderate approach to a problem where correc- 
tions can be made, where the association may have its day in court 
without public and punitive action against it, and your Board chose 
the sterner way rather than this way. 

Mr. Moss. Well, we will be willing, and we will be very interested 
in receiving from the Board its recommendations, because we are going 
to request “of Federal savings and loan industry representatives to 
submit their recommendations. We are going to try to seek the best 
advice we can get as to the steps necessary to ¢ clar ify this whole situa- 
tion and to prevent actions which I regard as not in the public interest. 

Mr. Drxon. Well, there are a lot of other ways that the same effect 
could be obtained, and we pointed them out time and time again, but 
they received a cold shoulder. 

Mr. Moss. Well, perhaps we will be able to be more helpful in see- 
ing that they do. 

Mr. Dixon. We will cooperate, and we would like to have the in- 
dustry and this committee, anybody that has any ideas. These are 
financial institutions, they are in a little different category from pri- 

vate investments, and I am sure this committee recognizes that, and it 
isn’t easy to decide whether to tap a fellow on the. finger or cut his 
throat. 

Mr. Hottrietp. So you cut his throat by the method you chose. 

Mr. Drxon. That is what 

Mr. Houtrretp. That is what has resulted. You have destroyed an 
institution with $130 million worth of assets, and there is nothing that 
you can do to repair the damage. 

Mr. Dixon. There are just no intervening steps. 
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Mr. Houtrtetp. There is another step you could have taken, other 
things you could have done. 

Mr. Drxon. There was? 

Mr. Hortrtetp. Yes, sir, and the Board knows they could have done 
it. They could have issued supervisory letters for correction, but you 
didn’t doit. You chose to cut the throat of the institution. 

My conscience wouldn’t be very clear if I was in the position of the 
members of your Board. 

Mr: Drxon. I just want to say—— 

Mr. Hourrrevp. I am not a bit surprised that one of your Board is 
in the hospital with bleeding ulcers. I wonder if it isn’t bleeding 
ulcers of his conscience as well as his duodenal tract. 

Mr. Suoane. I think that is unfair, sir. 

Mr. Moss. You are not in a position to sit in judgment on this 
committee, young man. 

Mr. Houtrterp. My remarks will go on the record and they will 
stay there. 

Mr. Moss. The people who judge him are the electors of his con- 
gressional district, and the House of Representatives, not you. 

Mr. Hotirievp. I am not interested in your evaluation of fairness, 
young man. I have seen enough of your actions before this com- 
mittee that I am not impressed at all with your evaluation. 

Mr. Moss. Mr. Wallhauser. 

Mr. Watiuauser. Just to refresh my recollection, was it not the 
position of the Board mainly that the facts that were involved in the 
original seizure order would be the same facts that would be disclosed 
at the trial 

Mr. Moss. Mr. Wallhauser, may I again read from this document ? 

Mr. Wauiuauser. Yes; I agree that you can read from the docu- 
ment, but I am merely trying to find—— 

Mr. Moss (reading) : 

The reasons for or the propriety of such an appointment— 
and this is a later position— 
is wholly irrelevant to the issues of fact before the trial examiner. 


Mr. WatLHAuseR. But is it not a fact that the facts are the same in 
both cases ? 

Mr. Moss. Oh, no, there are more facts submitted in 13440 than in 
13372. There is an elaboration. 

(Federal Home Loan Bank Board Order No. 13372 appears in 
part 1 of the hearings on p. 43; Order No. 13440 appears in the 
appendix as exhibit K-12, p. 1365. 

I don’t know whether they are or not, but I know that they don’t 
merge before the examiner, and I know that the Board doesn’t have 
them merge before it. If they merge, as I stated at the time, they 
merge before the court, not before you people, and yet you claim a 
Judicial privilege—a judicial privilege. 

Now, by your own admission, such merging is not proper. You 
will remember we were faced with a plea of judicial privilege because 
of the merging—a merging, Mr. Wallhauser, means a coming together, 
a joining of those issues where they would be reviewed at one time, 
at one point, by the Board and by its trial examiner, and the great 
point of contention between the Board and the committee, as voiced 

59258—60—pt, 2-3 














1138 LONG BEACH FEDERAL SAVINGS AND LOAN ASSOCIATION 


repeatedly by me as chairman, by Mr. Scher as counsel, by Mr. Lani- 
gan, and by Mr. Roback, was that in fact no such merging occurred 
and Mr. Creighton cited a court decision, and I said there, “Yes, but the 
court says they merge before the court.” 

_ They merge before the court; the merger does not occur prior to that 
time. 

Mr. Watiuavuser. But may I ask Mr. Robertson, was it not the 
desire of the bank board to not disclose information that you felt would 
prejudice your case before the hearing examiner that caused you to 
stand on judicial privilege? : 

Mr. Rosertson. Well, that is right. We, under the law, have to 
sit in judgment on the facts that are presented before the hearing 
examiner. 

Mr. Watinavser. Right. 

Mr. Rosertson. We didn’t feel that we should be an advocate in 
presenting or arguing those facts before this committee. 

Mr. Moss. Of course, the fact is that in an action not judicial in 
nature, but administrative, you had used certain knowledge, evaluated 
it, arrived at a decision and issued an order, final and complete, and 
it was only to that point this committee desired to inquire, and then 
you invoked the judicial privilege because of the merging which would 
occur before you and before your examiner, and you so repeatedly 
stated. : 

Now, the position here is that it does not. I think it is clear on 
the record that this is a contradiction. I think it is clear on the 
record that you have accepted counsel’s language on this matter. 

Mr. Rosertson. I can only say for myself that it was not intended, 
expected, or recognized as a contradiction. 

Mr. Moss. How do you now regard it ? 

Mr. Rosertson. I would still like to have the counsel who prepared 
that tell me why they did it, and what they considered its legal 
significance. 

Mr. Moss. I say the time for that was before you ratified it, not now 
that you have ratified it. You can only give me your understanding, 
and if you don’t have it, you don’t have it. 

Mr. Rosertson. That is right. 

Mr. Moss. The committee will now recess until 1:30 this afternoon. 

(Whereupon, at 12:05 p.m., the subcommittee recessed until 1:30 
p-m., the same day.) 

AFTERNOON SESSION 


Mr. Moss. The subcommittee will be in order. 

Mr. Roback. 

Mr. Rosack. Mr. Chairman, in the morning session there were 
several things in the record not fully explained and discussed, and also 
Mr. Trevas requested certain things be placed in the record. 

Now, Mr. Trevas, what did you want to have in the record with 
regard to this newspaper article? 

Mr. Trevas. The testimony of one James Richard McCauley, which 
appears at page 561 of the transcript of hearings in Judge Hall’s 
court—I think the date is August 17. 

Mr. Ropsacx. How is that material, and how does it bear upon the 
inquiry before this committee, bearing in mind, Mr. Trevas, that the 
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committee has and, of course, will take judicial notice of the com- 
lete record of the court ? 

Mr. Trevas. At that time I didn’t know that the committee had 
taken notice of the complete record of the court, or with particular 
emphasis on Mr. McCauley’s statement. — 

My sole purpose in offering it, very simply, was Mr. McCauley was 
the reporter who wrote the story on an exhibit before the committee 
which the committee considered at that time to be worthy of comment 
and interrogation. 

Mr. Rozack. Let’s lay for a moment the foundation, as lawyers like 
tosay. This was a story written by Mr. McCauley which outlined in 
big headlines: “Ghost Town’ ? 

Mr. Trevas. Precisely. 

Mr. Rozack. Is it a fact that after the story appeared, the run in- 
creased on the bank by some million dollars the next day, do you know? 

Mr. Trevas. I don’t know that to be a fact. 

Mr. Rosack. Could it be a fact ? 

Mr. Trevas. It could possibly be. 

Mr. Ropack. Could you ascertain it by searching the court record ? 

Mr. Trevas. I think he gave the date of the story in the court record 
as April 28 or 29, if 1 am not mistaken. The issue of April 28, 1960, 
was the date the story appeared, and the record will already establish 
withdrawals, date by date. I believe that information was given to 
the committee earlier. 

Mr. Rovacx. Do you happen to know at what point in the record it 
appears, SO we can readily refer to it? 

Mr. Trevas. No; 1 don’t. Iam very sorry, but it was produced pur- 
suant to the request of the chairman that the Board furnish the com- 
mittee with information showing withdrawals immediately after the 
takeover for some specified period of time. 

Mr. Ropack. And if there was a substantial increase in the with- 
drawals the day following the appearance of the story, it would be 
reasonable to conclude that the story had some causal relation, would 
it not 4 

Mr. Trevas. I think that is an assumption you might reasonably 
make. 

Mr. Ropack. Do you think it was wise and well considered on the 
part of Mr. Dougherty to give out financial information about the in- 
stitution ? 

Mr. Trevas. Well, let me put it to you this way: Mr. Dougherty 
also testified, and Mr. Chapman testified on this, and that testimony 
indicated that this information was given rather grudgingly. This 
wasn’t some eager beaver 

Mr. Ropack. It was reluctantly given out? 

Mr. Trevas. Reluctantly, yes. 

Mr. Rosack. You don’t know as to whether Judge Dougherty was 
tipped off that this might be a good news story, by some well-meaning 
friend, say—you don’t know that ? 

Mr. Trevas. No; I can only tell you what his sworn testimony was. 
His sworn testimony was that on this given date a phone message was 
received by the Federal Home Loan Bank at Los Angeles that a Mr. 
McCauley, a reporter, had called him. He said it was late in the day, 
and he was tired, and he retired to his room at the Biltmore. 
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He had been in his room for some short time when the phone rang 
again, and it was this newspaper reporter, who identified himself 
as representing some Long Beach paper, and he asked him questions, 
and it was a persistent inquiry 

Mr. Ropackx. Excuse me, Mr. Trevas, do you have the court record 
on that ? 

Mr. Trevas. Yes, sir. 

Mr. Ropack. What is the page reference so the chairman can follow 
it? 

Mr. Trevas. I have it marked—the meat of it starts at page 507. 

Mr. Rosack. Thank you. 

Mr. Moss. All right; go ahead. 

Mr. Trevas. He was asked certain questions by the reporter, and 
some part of this testimony referred the reporter to the published 
statement, that had been published, you know—the one the Board had 
authorized—and some other questions which he answered, according 
to his testimony before Judge Hall, as Assistant General Counsel; he 
didn’t consider himself a Board spokesman. 

He answered these questions of the news reporter, and he was 
specifically asked by Mr. Chapman whether words like “ghost town,” 
“feeling of pinch,” and if this was the main cause of the takeover, 
and so forth, was his language, and he denied that. 

Mr. Moss. May I ask this question: What is the point of this? 

Mr. Trevas. The point is this: The committee’s majority report 
makes reference to the newspaper article. 

Mr. Moss. Can you cite the reference ? 

Mr. Trevas. Yes, sir, beginning with page 2, under the category 
“Statements to the press,” and going down to the middle of the page 
there were references to the statements to the press made by Judge 
Dougherty, and Board Counsel, Albion W. Fenderson. 

At the hearing, itself, Mr. Moss, there was introduced into evidence 
actual reproductions of that issue, with photographs of houses in 
various states- 

Mr. Moss. Let’s say that it is readily agreed that there is on page 
787 of the hearing record a reproduction of a story bylined by Jim 
McCauley of the Long Beach Independent of Long Beach, Calif., 
April 28, 1960, and I believe that this was placed in the record at the 
request of either of a member, or of counsel. 

Was the story written by Mr. McCauley ? 

Mr. Trevas. Yes, sir. 

Mr. Moss. Is there any statement in it incorrect? 

Mr. Trevas. The thrust of the questioning when that exhibit was 
introduced before the committee was: “Weren’t the words ‘ghost 
town’ and similar adjectives or phrases calculated to frighten the 
public and was Judge Dougherty or someone else acting for the Board 
the instrument through which that phraseology was used?” 

The sole significance 

Mr. Moss. Would you refer to that portion of the testimony which 
you object to ? 

Mr. Trevas. I don’t object to it, Your Honor. 

Mr. Moss. Well, what you wish to have clarified. 

Mr. Trevas. At that time it was probably, insofar as this com- 
mittee is concerned 
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Mr. Moss. You are referring toa hearing record. 

Mr. Trevas. Iam referring to this hearing record, yes, sir. _ 

Mr. Moss. Let’s have the whole thing before us, so we will know 
what we are talking about. 

Mr. Trevas. I don’t have a printed copy of the record. I would be 
glad to have one. ars 

Mr. Howirrecp. I am glad to present you with it. 

Mr. Moss. You have the transcript of the hearing. It is just as good 
as the printed hearing. Those are the exhibits at the back portion of 
the book. The hearing record is at the front. 

Mr. Trevas. 786 is the exhibit. May I have your indulgence for a 
few minutes ¢ 

Mr. Moss. Certainly. 

Mr. Trevas. Thank you. 

Mr. Moss. It ison page 124 of the hearings. 

Mr. Trevas. Thank you. 

Mr. Moss. Now, as I read this, the reference to the exhibit on page 
787 as detailed on page 124 of the hearings, Mr. Scher said: 

Well, at one point in the Long Beach Independent, page 1, Thursday, April 28, 
1960, a statement is made by Mr. Dougherty, Associate General Counsel for the 
Federal Home Loan Bank Board of Washington, as the story says, which went 
to this effect. The Board, a Federal agency, seized the Long Beach firm last 
Friday. Asked if the Bellehurst situation was the prime reason for the seizure, 
Dougherty said it was one of the reasons. 

Is that correct ¢ 

Mr. Trevas. Yes, sir, but that whole page relates to an April 22 
publication, and this publication was April 28, I have been trying to 
find the April 28 publication date reference. 

I respectfully refer you on page 124 they talk about a publication 
of April 22, I believe. 

Mr. Moss. They talk about April 28. Just above the middle of the 
page, Mr. Scher, and I just read it to you: 

Well, at one point in the Long Beach Independent, page 1, for Thursday, April 
28, 1960, the statement is made by a Mr. Dougherty 
do you see that language ? 

Mr. Trevas. Yes, sir. 

Mr. Moss, Now, what is it that you feel requires clarification on that 
matter ¢ 

Mr. Trevas. The article says: 

Asked if the Bellehurst situation was the prime reason for the seizure, Dough- 
erty said it was one of the reasons 

I take it back, that is the testimony. I thought they insisted that 
Dougherty said it was the prime reason. I beg your pardon. 

My basic reason—it wasn’t again in any dispute with the com- 
mittee—was if there was any question at all concerning the nature of 
that publication, and what precipitated it and what happened before 
It, We have the testimony in the court record of the two people who 
would know more about it than anybody else, the reporter who wrote 
the story and the man who discussed it with the reporter. 

Mr. Moss. The committee was not. I think. affected overly by the 
stories. We realize they call you up and ask for information. It is 
4 part of their job, and they get answers, and then stories appear, and 
I think that there is no great weight given this. It is one of the items, 
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one of the items which finally puts into perspective the entire picture, 
and I think our report language doesn’t make any more of it than that, 

Now, is there something i in the report that you object to, or felt was 
unfair on the matter of statements to the press / 

Mr. Trevas. I have never said anything the committee said was not 
fair. 

Mr. Moss. You raised the issue, and I am trying to get— 

Mr. Trevas. I raised the issue because I was under the i Impression, 
I may be wrong, I haven’t found it in the record yet and I beg your 
indulgence. If I should find something in the record which supports 
the impression that I had, at any convenient time to the chairman I 
will call it to his attention. I am sorry I have taken your time ona 
misimpression, but I had that impression. 

Mr. Moss. That is perfectly all right. We are not desirous of hay- 
ing our record incorrect or unfair. 

Mr. Roback. 

Mr. Rozack. I think, Mr. Chairman, at this point we might go back 
to the testimony of Mr. Robertson. He had, I believe on the third 
point, stated that he would be willing to present information to the 
committee in executive session if they wanted it, and I passed that 
point, so we will goto the fourth point. 

Mr. Robertson, what has been done by the superv isor y Tepresenta- 
tive in charge with regard to the fourth item in Order 13372? 

Mr. Moss. Would you read that fourth item in 13372? 

Mr. Rosack. There is a copy of the order on page 22 of the report. 
I don’t know that it is necessary—— 

Mr. Rozertson. I think if you will just remind me of it. 

Mr. Rorack. The policy of paying a current dividend rate of 414 
percent. 

Mr. Rozertson. The share capital, as you know, was reduced and 
there is a question—I don’t know that it is a legal question, but a 
question as to whether or not there was any moral obligation, or 
whether there was a legal obligation, or whether this was a creditor 
liability. 

At any rate, the shareholders had been led to believe that they would 
get 414 percent. The Board was very anxious that there not be 
disappointment, or difficulty, or whatever might develop, and so it 
made a—— 

Mr. Ropack. A distribution ? 

Mr. Ropertson. An effort to distribute 414 percent to the remaining 
shareholders. 

Mr. Rornack. Let the committee understand the testimony. Re 
gardless of the financial position of the association as of that time, the 
Board made this distribution, as an obligation, legal or moral, is that 
the testimony ? 

Mr. Rosertson. That is the detail of that distribution that the 
Board would like to discuss with the committee in executive session. 

Mr. Rosacr. But it was a matter of reprehensibility, you might say, 
if the association felt it had an obligation, legal or moral, to do that? 
You made that one of the items in the charge. 

Mr. Ronertson. Yes; but you had a different situation. You had 
a very substantially reduced share capital on which to make that 
distribution. 
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Mr. Rozack. In other words, by having a run on the bank, you kind 
of leveled it off so you wouldn’t be in a position to go beyond the 
reserves, is that the general idea? 

Mr. Rosertson. ‘That was not the idea, that was the result. 

Mr. Ropack. Is that the sense of your testimony, that because you 
had leveled off the institution to a low level of accounts, of de- 
positors accounts, you were no longer in a position to be concerned 
as to whether payment of the dividend would exceed what you con- 
sidered to be the proper level of reserves? 

Mr. Rosertson. Well, it took less money to pay—less earnings to 
pay dividends on a smaller amount of capital than it would on a 
larger. 

Mr. Ronack. That is one way of getting the dividend situation back 
into line, by reducing the status of the institution, cutting it down 
to size, you might say ? 

Mr. Rozerrson. Yes, but you imply that that is something that 
was done by design. That was a matter of result, not of design. 

Mr. Rosack. Well, sometimes a consequence may be important if 
you are indifferent to the consequence, even if you didn’t have the 
intent. You understand that point, do you not ? 

Mr. Rosertson. I am not sure that I understand you. 

Mr. Rosack. Well, suppose you were indifferent to the consequences 
of a possible run on the bank when you made the order. You didn’t 
have any intent to have a run on the bank, did you ? 

Mr. Roserrson. Certainly not. 

Mr. Rosack. But certainly you would not be unaware of the con- 
sequences, after you testified that you prepared for a loan from the 
Federal Savings and Loan Insurance Corporation, and what is the 
total amount of those loans at this time ? 

Mr. Rosertson. $45 million. 

Mr. Rosack. $45 million, executed in the form of separate loans? 

Mr. Roperrson. I think there are three loans. 

Mr. Wyman. There were five separate loans. 

Mr. Rozack. Mr. Robertson, I want you to consider carefully the 
next question. If and when an administrative hearing is held, and 
a trial examiner has before him the situation as to whether a con- 
servator or receiver should be appointed, is he in a position, and 
should he make a judgment, make a tentative decision that a con- 
servator or receiver should be appointed as the consequence of your 
acts as well as those of the previous management ? 

Mr. Rosertson. Well, I would think not, I don’t know. 

Mr. Rozack. But consider—suppose he finds that the institution 
is now insolvent, and that the insolvency was in large part the con- 
sequences of your action. Is he then entitled and justified, and if he 
isn’t entitled and justified, what alternative does the institution have 
from the standpoint of your responsibilities ? 

Mr. Ronerrson. It was never charged that the association was in- 
solvent. 

Mr. Rozack. I ask you this question. Suppose it becomes insolvent 
as a consequence of the tenure of the supervisory representative. 

After all, the savings accounts have been reduced by two-thirds. 
There is no evidence in the record at this point that wise and good 
Judgment is being exercised to conserve the assets. Suppose the in- 
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stitution is insolvent. Is the trial examiner entitled to recommend 
that a conservator or receiver be appointed ? 

Mr. Roserrson. I can’t answer that question. 

Mr. Ropack. Have you ever given any thought to that question ? 

Mr. Rozerrson. No, I can’t s say that I have. 

Mr. Rowack. Well, let us then consider the practical problem. Here 
is a trial examiner. Testimony is presented as to the status of the 
institution. Suppose he finds that before April 22 there was no war- 

rant for appointing a supervisory representative, but between April 
22 and at the time that he makes a decision this institut ion is ina bad 
way and there ought to be a conservator or receiver. What happens 
then ? 

Mr. Ropertson. I can’t answer that question. 

Mr. Trevas. I would offer this 

Mr. Rosack. We do not want observations by well-meaning people 
here. We have a serious problem, Mr. Robertson, and this is one 
problem on which you can’t seek advice from subordinates. If you 
don’t know what to do in a case like this, then something very serious 
is indicated. 

Mr. Roserrson. You asked me whether the grounds for the ap- 
pointment of a receiver or conservator follow. the appointment— 
whether the appointment of a supervisor 

Mr. Moss. Mr. Robertson, maybe I can help. 

The question goes to whether or not the examiner is bound to take 
a look at the institution as of the first day that the supervisory repre- 
sentative in charge took over, and determine whether at that moment 
conditions were such as to require the appointment of a conservator, 
or whether he looks at the institution as it exists at the time of his 
hearing to determine whether the situation requires the appointment 
of such a person. 

Mr. Ropserrson. I would say that he would look at it at the time 
that it was taken over. 

Mr. Moss. And if there has been a deterioration in the period inter- 
vening from that of takeover by the supervisor in charge and the date 
of the hearing before the examiner, a deterioration sufficient to make 
the institution at this point insolvent, would he take cognizance of 
the changed condition in his findings and recommendations to the 
Board ? 

Mr. Rozerrson. I can’t answer that, sir. 

Mr. Moss. Mr. Holifield. 

Mr. Houirrecp. Mr. Robertson, we are faced here with an anomalous 
situation. On April 22 you put a supervisor in charge. There was 
no charge of insolvency against the company, but now in the ensuing 
3 or 4 months, with the supervisor in charge, the status of the institu- 
tion is changed, it is completely changed in that period of time. 

It has not been operating as a norm: al business, it has made very few 
new loans, only completed a small amount—some $286,000 worth of 
loans, over half of which were already in process, and, of course, this 
is a very small business with an institution of that size. Its financial 
obligations continue, interest on monies and rental, utilities, and all 
that sort of thing, and the expenses of the people put in charge there 
will be charged up against the institution, and so now after a period 
of 3 or 4 months time you go into an administrative hearing, and that 
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examiner looks at the facts not as they were back when you took charge, 
and I think you were confused when you said he looked at them then. 
He looks at the st: atus, the financial st: atus of the institution in the light 
of the evidence presented before him, and that evidence which is pre- 
sented before him I would suppose would be a factual accounting of the 
financial status of the institution as of September 1, if that be the 
hearing date. 

Now, he looks at the institution in its depleted and deteriorated con- 
dition, and at that time it may well justify the appointment of a con- 
servator because of the change in the intervening period, and so he 
makes the recommendation to your Board, and your Board approves it, 
and a conservator is put in charge. 

Now, the fac ts are altogether different for the examiner to look at 
at that date than if you had followed the proceeding at the beginning 
which would have allowed a determination of the facts at the time of 
seizure rather than 4 months later, after the financial position of the 
association had been completely gutted. 

Do vou follow me on that ? 

Mr. Rozertson. Yes; I follow you. 

Mr. Hotirietp. Now, the examiner in making his evaluation for the 
appointment of a conservator does not go back into your emergency 
ondet—you have already said that in your own statement, that that 
matter is irrelevant. He can’t go bac k and reconstruct the situation 
as it was at that time, because that isn’t before him. He has to look 
at the institution as it is at the date of hearing, so you have the situa- 
tion where there was no claim of insolvency in April, but. there might 
well be an unsafe and unsound condition now—not as a result of the 
acts of the original people that were in charge of the institution, but 
as a result of the series of events stemming from your emergency 
order, and the consequent run on the bank, and the cessation of business 
in the normal sense. You get new depositors, liquidation of old de- 
positors, and you have acompletely different situation here. 

Mr. Rosertson. I can understand that, but the question as I un- 
derstood it——— 

Mr. Horitrtecp. Do you have any idea in your mind that the exam- 
iner will look at these facts as of October i and not look at them as 
they are at that time? Won't he have to lock at them as they are at 
that time? 

Mr. Ropertson. Well, that is the question that you asked me, and 
the answer which I could not give you, because I don’t know what 
the examiner’s decision would be. 

Mr. Horirteip. Oh, I don’t know what his decision would be, either. 
Iam not going to talk about his decision. Iam talking about whether 
he will look at the facts as they exist at the time of the administrative 
hearing, and make his judgment on those facts, or whether he would 
go back 4 months before to a set of facts which have now changed. 

My question to you was, Which would he do? Would he look at 
the facts as they are at the time of the administrative hearing? 

Mr. Rozertson. I would ex cpect that the case would be presented 
on the basis of the facts then in existence. 

Mr. Hotirrecp. At the administrative hearing? The facts in 
existence at the administrative hearing, and on those facts he 
would make up his mind as to whether the next d: ay or the next week 
or at some future time a conservator should be appointed ? 
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Mr. Ropertson. I would think, and I have had no experience jp 
these things, I would think that the case would be laid out on the 
basis of the time the charges were made and not what developed 
subsequently. 

Mr. Ronack. What happens if the institution becomes insolvent in 
the meantime? What do you do in that situation ? 

Mr. Roperrson. Well, I think that is conjectural. You must bear 
in mind just to avoid this sort of thing the first administrative hearing 
date was set at June 27, as promptly as was possible to have it. Then 
it was adjourned, postponed by request to August 1, and now has 
been set for September 1, which is next week. 

Mr. Rosvack. Was each request made by the former management, 
or was the reqeust made by the Board ? 

Mr. Roserrson. They were both made by the former management, 

Mr. Ropsack. Did you ever suggest to the former man: igement that 
there be a postponement or deferment of the hearing? 

Mr. Ropsertson. Did I? 

Mr. Ropack. Yes. 

Mr. Rosertson. No. 

Mr. Rozack. Did you ever hear that any Board member ever sug- 
gested it ? 

Mr. Ronertson. That I don’t know. 

Mr. Houtrrerp. Mr. Robertson, is it not true that the Board asked 
Mr. Gregory to ask for this postponement ? 

Mr. Rosertson. Is that 

Mr. Dixon. The second one; yes. 

Mr. Rosack. So that the latest postponement was by the Board, 
but in any event, your understanding is that the trial examiner hears 
as of the time of April 22? 

Mr. Rosertson. I would say so; yes. 

Mr. Houtrretp. Is that your understanding, Mr. Dixon? 

Mr. Drxon. Certainly. I think any court would set aside any 
findings as completely uncalled for, any findings subsequent—I mean 
of the condition of the association subsequent to the date that the origi- 

nal charges were filed. 

Mr. Horrrierp. All right, then, if you had contemplated the ap- 
pointment of a conservator at that time, why did you not proceed 
by the conservator route? Then you would have had an immediate 
adjudication in the courts on the merits of whether a conservator 
should be appointed, and this intervening time of deterioration and 
liquidation would not have intervened. 

Why did you not choose—and I ask you each of you this question 
separately—why did you not choose at that time the route to which 
you have finally come ? 

Mr. Rosertson. Because we believed that an emergency existed. 

Mr. Horirrerp. I am going to ask both of you. 

Mr. Dixon. Because I firmly believed, from the information I had 
then, that there was an emergency. 

Mr. Rorack. Mr. Dixon, do you have any reason to believe that you 
were not sufficiently, properly, or fully informed at the time that de- 
cision was made? 

Mr. Dixon. I don’t think that I could answer that. 
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Mr. Rozack. Are you not prepared to answer it, or haven’t you had 
time to think about it? 

Mr. Drxon. I haven’t had time tothink about it. 

Mr. Rosack. Would you think about it and respond to the com- 
mittee tomorrow on that point? 

Mr. Drxon. I think I could. 

Mr. Ropack. Thank you. 

Mr. Robertson, in the course of these hearings there has been a large 
record. Is there anything in this record that has impressed you with 
the point that you were not sufficiently, fully, or properly informed 
when you issued the emer gency order ? 

Mr. Ronerrson. I think we were suffic iently informed. 

Mr. Ropack. You also testified, in your opinion whether to issue 
an emergency order or not was ‘under the absolute discretion you 
assumed you had under the law—is that your testimony, is that your 
underst: anding ? 

Mr. Roserrson. If that is what I said, I don’t doubt that that is 
correct. 

Mr. Rorackx. Do you believe as of right now, Mr. Robertson, that 
you have a choice as to whether you should declare an emergency or 
not when you have before you the question of proceeding against an 
assoc iation ? 

Mr. Ropsertrson. Yes, sir. 

Mr. Ropack. You really believe that? 

Mr. Roperrson. Yes. 

Mr. Rosack. We will proceed now to the next item in the seizure 
order, Mr. Robertson, which has to do with the high percentage of 
lending activity in the long-term construction loans. 

Now, on that point there was interest by the committee expressed 
during the course of the hearings, and a request made for information 
on construction loans in comparable institutions in the southern Cal- 
ifornia area 

It was testified that it was relatively easy to acquire such infor- 
mation, but subsequently you stated to—you advised the chairman 
that such information was not available in the records of the Board. 

Then the staff inquired as to whether those records were available 
from the associations, and the information that was relayed to me was 
that the data were not in such a form that you could respond to the 
committee’s request. 

Now, do you i ave any observations on that point ? 

Mr. Roserrson. Well, Mr. Wyman has made up schedules of those 
loans which I would like to have him explain to you. 

Can you come up this way, —, ? 

Mr. Wyman. We did our best from our records and data to try to 
provide what the committee apparently had in mind at the time of 
the previous hearings. It is not quite satisfactory to us, but what 
we did was to schedule the assets and the savings capital, or the aver- 
age savings deposits of the associations and the construction loans 
made for the year 1959 for all of the Federal associations in the south- 
ern part of California—Metropolitan Los Angeles and on down in- 
cluding San Diego. 

Now, after having done that, we made up a summary covering the 
five associations that were in the highest bracket in terms of the per- 
centage of construction loans. 
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Mr. Moss. Would you hold that just a moment? This information 
was requested by the chairman for study. I think it will be far better 
if we receive it, examine it, and then determine whether or not it js 
adequate. 

I don’t think: it is : appropriate at this point to go into it in view of 
the statement that it is not at this point satisfactory to Mr. W yman, 
himself. It is something we will examine, as we have examined other 
material requested. 

Mr. Stoanr. Mr. Moss, if I might make an observation 

Mr. Wyman. If I might add one comment, Mr. Chairman. 

The reason we could not do it is that our reports and records do 
not show the amount of construction loans outstanding at any one 
time and therefore we were unable to get it. 

Mr. Moss. Well, we can discuss that later. 

Mr. Rosackx. Will Mr. Wyman submit the material, Mr. Chairman? 

Mr. Moss. Yes, we will ask that the material be submitted in accord- 
ance with the request of the committee. 

Mr. Houitrretp. Mr. Chairman, I have one question. 

Does this compilation include the San Pedro Building & Loan As- 
sociation status just before it was taken over—San Pedro? 

Mr. Wyman. I don’t know that I can answer that question. 

Mr. Moss. Well, let’s reserve that material until the committee 

Mr. Wyman. These are only Federals. 

Mr. Siroane. Was that a Federal, Mr. Holifield ? 

Mr. Houtrrevp. It was a Federal. I don't know what it is now. 

Mr. Stoane. Do you recall what time you are speaking of ? 

Mr. Moss. A table reduced to percentages means nothing until we 
can examine it. 

Mr. Hourrtevp. I gather from your statement, Mr. Wyman, that 
your reports do not show the percentage of construction loans for the 
different. institutions. 

Mr. Wyman. They don’t show it as a percentage. They show the 
dollar amount, and from that it is simple to calculate the percentage 
to total loans made, or to average savings during the year. 

Mr. Houtrrerp. And do you have any criteria as to how much the 
construction loans should be in relation to the total loans? Is there 
any published criteria by your Board to guide the institutions as 
to how much they shall have in construction loans ? 

Mr. Stoanr. Any published criteria. 

Mr. Wyman. No, there is no published. 

Mr. Houirterp. Have you ever said to the associations that “You 
should not exceed 10 percent, or 15 percent, or 20 percent?” Have 
you ever given them any guidance as to how much they should loan 
in construction loans? 

Mr. Wyman. There has been and is no regulation which does that, 
Mr. Holifield. 

Mr. Houtrterp. So you have not, then, in the past, given any guid- 
ance to the institutions so they would know whether they were exc ceed 
ing or not exceeding a safe and sound percentage ? 

Mr. Wyman. Well, there have been institutions which have en- 
gaged overwhelmingly i in making short-term construction loans to the 
point where such a large portion of assets was represented by that 
type of security, which incidentally was not eligible collateral at a 
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Federal home loan bank for borrowing money. It was considered 
to be a rather jeopardous sort of program to go so extensively as some 

y have. 

OS Hoxirretp. Now, in the case of those few that have, did you 
determine that they had an excessive amount on the basis of the per- 
centage of those loans to their total loans? How did you arrive at a 
judgment as to whether there was too much ? 

Mr. Wyman. Well, it was partly that. It was partly in terms of 
the use that they had made already of borrowing capacity, and how 
much borrowing capacity, unused borrowing capacity at a Federal 
home loan bank remained in the event of an emergency, the statutes, 
as you know, making it mandatory that Federal associations be mem- 
bers of the Federal home loan bank for obviously no purpose other 
than to provide a credit reservoir in time of need. 

Mr. Houtrretp. I understand that is one of the objectives, but there 
are others. 

Mr. Wyman. But again there is no regulatory limitation. 

Mr. Houirrevp. Then how does an institution know when it is ap 
proaching the borderline of hazard, or of undesirable risk in the field 
of construction loans. How can it know when it approaches that point 
if there are no percentages set for the institutions, nor no eriteria to 
guide them so they will know where they stand in relation to their 
financial position ¢ 

Mr. Wyman. The management of the associations generally exer- 
cise prudence in that phase of their operations. 

Mr. Houirievp. But there is a wide divergence of construction loans 
in different institutions. 

Mr. Wyman. Yes: there is divergence. 

Mr. Hortrretp. It is a matter of policy on the part of the institu- 
tion as to whether they shall go extensively into construction, or 
whether they shall refrain from construction loans, or whether they 
shall go into it to a very small degree; is that not true / 

Mr. Wyman. Yes. 

Mr. Hortrtetp. It is left up to the management of the association 
to set that policy, because they do not have any guidance on that from 
the Home Loan Bank Board, is that not true ? 

Mr. Wyman. Well, they have no regulation on it. 

Mr. Ho.irtetp. They have no guidance, or the guidance comes 
through regulation—— 

Mr. Moss. Mr. Holifield, would you yield ? 

Mr. Hortrrevp. Yes; I will yield. 

Mr. Moss. I don’t like to have an equivocal record. The question 
was, Was there guidance—and the answer was there was no regulation. 
Now, the question did not go to regulation: it went to guidance. 

Whatever form or method of communication of guidance might be 
employed, is there guidance of any kind ? 

Mr. Wyman. Well, there is guidance in the ordinary course of 
supervision day in and day out, where it comes to the attention of 
the supervisory agents that an association appears to be going exten- 
sively beyond any practice followed by the industry generally, whether 
they appeared to be going extensively or too extensively into construc- 
tion lending. 
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The practice has been and is for the supervisory agent, in the per- 
formance of his duties for the Board to bring that matter to the atten- 
tion of management, and the board of direc tors of the association, and 
generally, with very few exceptions, whatever corrective measures are 
reasonable and appropriate and effective are taken as a result. 

Mr. Moss. All right, then. 

Mr. Wyman. That is on a case basis, may I say. 

Mr. Moss. On a case basis, the supervisory personnel are alerted 
by what they see. How do you impart to them the Board’s policy or 
attitude as to what might be a level of d: anger in the making of con- 
struction loans? 

Mr. Wyman. Well, I can give you no categorical answer to that 
question, Mr. Chairman, because of the facts and factors in the specific 

vase Which have to be weighed and considered carefully. 

Mr. Moss. When, Mr. W yman, would it be appropriate to say that 
it is on a case-by-case, supervisor- -by-supervisor, examiner- by-exam- 
iner basis, lacking a definitive standard for guid: ance ? 

Mr. Wyman. Well, I would say this, that in practice it doesn’t 
quite manifest itself in that way. 

Mr. Houirtetp. How does it manifest itself? You explain it to us, 

Mr. Moss. Mr. Wyman, do you have a manual for the guidance of 
examiners ? 

Mr. Wyman. There is a manual covering examinations by which 
the examiners are guided in their reports and examinations. 

Mr. Moss. Do you have any standards for guiding them on the ite ms 
which you regard as being very significant in the operation of an in- 
stitution ? 

Mr. Wyman. Well, basically we are concerned with about five things. 
Some of them are not always present, certainly in times such as we 
have had for several years, now, but we are concerned, of course, with 
operations with respect to reserves and the building of reserves. We 
are concerned with their mortgage lending, the disbursement prac- 
tices, and that gets partic ularly into the construction loan operation. 

We are concerned with their collection policies, or to express it in 
slightly different words, their delinquent loans. 

We are concerned with real estate owned, which is one item that 
has been of comparatively minor proportions, almost nonexistent for 
several years, but we are concerned with that when it does exist. 

We are concerned, then, with operations, and I refer particularly 
to the fiscal aspect of ope ration, the income, the expense, and the use 
that is being made of the profit—that is whether it is being used too 
extensively to pay exorbitant dividends, or whether a proper part of 
it is being used to build reserves and strengthen the reserve position. 

Mr. Moss. What kind of instruction does this manual contain on 
these points ? 

Mr. Wyman. Basically those are the financial considerations or con- 
sideration, may I say, to which we give most attention. 

Now, if the operation is not subject to question, or material criticism 
on any of those, chances are we don’t have much of a supervisory prob- 
lem, or much to be concerned about. 

Mr. Moss. How many examiners do you have around the country ‘ 

Mr. Wyman. Mr. Walters would have to answer that question, Mr. 
Chairman. 
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Mr. Moss. Well, how many supervisors ? 

Mr. Wyman. Well, we have 11 Federal home loan banks, and there 
is asupervisory agent in each of the Federal home loan bank districts, 
and in some of those districts there are additional supervisory agents, 
or more than one. 

Mr. Moss. Well, how many do you have under your jurisdiction? 

Mr. Wyman. I would have to count them up—lI can do that. 

Mr. Moss. Well, the number really isn’t important, if you will say 
it ismore than a dozen. 

Mr. Wyman. I would say 12 to 15, approximately. 

Mr. Moss. All right, now, each of these supervisory agents has su- 
pervision over some examiners ; is that correct ¢ 

Mr. Wyman. No, they do not. 

Mr. Moss. The examiners are under an entirely different setup ? 

Mr. WyMAn. That is correct. 

Mr. Moss. Now, then, do you have charge of the examiners ? 

Mr. Wyman. No,sir, I do not. 

Mr. Moss. You have no jurisdiction over the examiners ? 

Mr. Wyman. No, I do not have jurisdiction over the examiners. 
They carry on their work under the direction of the Division of 
Examination. 

Mr. Moss. And you are not connected with that ? 

Mr. Wyman. No, I am not. 

Mr. Moss. Do you receive examination reports ? 

Mr. Wyman. Yes, sir. 

Mr. Moss. Are you familiar with the examiner’s manual of in- 
structions ? 

Mr. Wyman. Well, ina general way, but not in detail. 

Mr. Moss. Not specifically ? 

Mr. Wyman. That is correct. 

Mr. Moss. Is your knowledge specific enough to say whether or not 
there are definite standards spelled out for them ? 

Mr. Wyman. There are many standards spelled out there, but I 
think, if I may suggest, Mr. Walters would be much better qualified to 
testify on that than Iam. 

Mr. Moss. Mr. Walters, are there any standards spelled out in those 
manuals of instructions to examiners ? 

Mr. Watters. Mr. Chairman, on a percentage basis, no. We have 
the “Manual of Examining Procedure” which spells out the proce- 
dures to be followed by the examiners, the things to be investigated, 
the manner of reporting. 

Mr. Moss. These are procedural matters. 

Mr. Waurers. It is a procedural manual. In reference to your 
specific question, as to what percentage of construction loans would be 
unsound, for instance, we have nothing of that type in the manual. 
We merely get the information on a factual basis, we review it based 
on the standards and the procedures set forth in the manual. The 
facts are so reported and summarized, and at that point the report is 
turned over to the Division of Supervision. 

Mr. Moss. If you summarize a fact, you frequently have to evaluate 
and come to a conclusion on it, don’t you—you have to interpret ? 

Mr. Waurers. The examiner does not actually come to a conclusion 
except to the extent that if he sees a fact which is in his opinion com- 
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pletely unimportant, of course he leaves it out of the report, and to 
that extent he draws a conclusion, yes, sir. 

Mr. Moss. Do you undertake any evaluation ? 

Mr. Watrers. We have our group and area meetings. It is pri- 
marily on a district basis, as to the standard in a district, because of 
the great variance in operating procedures and policies in the various 
districts. We have our Division broken down into 12 districts, with 
12 chief examiners, and we are const: antly having group and area 
meetings and staff meetings in those districts reviewing the e Xperiences 
in those districts. 

Mr. Moss. What happens to an examination report when you have 
finished with it ? 

Mr. Waturers. When we have finished with the report, the field 
examiner transmits it to the chief examiner of the district. The chief 
examiner reviews it or his staff reviews it. When it is finally com- 
pleted, two copies are sent to the supervisory agent of the district, one 
of which is to be sent to the association, the other copy, the original 
copy comes to Washington and is placed in the docket for the benefit 
of the Division of Supervision. 

Mr. Moss. Now, the supervisory agent in the district, Mr. Wyman, 
does he undertake an evaluation of the examiner's report 4 

Mr, Wyman. Yes, sir. 

Mr. Moss. Does he operate under any manual of instructions? 

Mr. Wyman. No, he does not. 

Mr. Moss. He does not ? 

Mr. Wyman. He does not, other than the regulations, of course. 

Mr. Moss. He works under the regulations of the Board, but there 
is no manual of instructions, there are no standards, as such, to guide 
him, so that he is alerted by a certain, we will say, percentage, because 
we have been discussing construction loans ? 

Mr. Wyman. Yes, that is correct. 

Mr. Moss. What is to prevent examiner A from feeling that con- 
struction loans in a certain percentage are bad, and examiner B from 
feeling that they are all right, in view of the fact that we have not 
these standards? 

Mr. Wyman. Well, in theory that could happen. 

Mr. Moss. Are you prepared to testify that it does not happen? 

Mr. Wyman. Well, as a matter of practice, it certainly has proved 
to be a very, very rare thing. 

Mr. Moss. How do you know? 

Mr. Wyman. Of course, there would be some variation, with 12 to 
15 different people, unless they have a hard and fast slide rule guide 
to go by. 

Mr. Moss. Oh, no, I don’t think we have to get down to a hard and 
fast slide rule guide. 

I don’t think that this business of supervising or regulating always 
offers but two alternatives, one complete flexibility without standards 
or one with standards so specific, so definitive that they constitute 
a straitjacket. I think there is a ‘middle of the road here where you 

can have a sufficiency of standards to insure a uniformity of enforce- 
ment, equitable tr eatment, and at the same time preserve the flexibility, 
which is desirable. I don’t think that we have only the two alterna- 
tives in regulations which are now frequently published at the behest 
of committees of the Congress. 
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Wouldn’t you think it possible to have standards sufficiently clear 
to insure a high degree of uniformity in evaluating the oper rations of 
these agencies 4 ; ; 

Mr. W yMAN. I think that is substantially correct; yes, and I think 
that is substantially what actually is the fact. 

Mr. Moss. You feel that this is possible without reducing to writ- 
ing some g vood solid guidelines ? ; 

Mr. Wran. I am not sure that I understood your point, Mr. 
Chairman. 

Mr. Moss. You have been expressing great confidence that with 
these 12 or 15 individual supervisors working under you that you 
have achieved this uniformity ¢ 

Mr. Wyman. Well, of course not complete uniformity, but I think 
we have a workable uniformity which is an essential about the same 
throughout the country, I am confident that is the case. 

Mr. Moss. Well, that is interesting in view of the testimony of Mr. 
Walters that because of these 12 regions or 11 regions, whatever it 

was you mentioned, that you had differences because of the regional 
locations, and different practices, and so you have n’t the uniformity 
in the examination, but we have the uniformity in the supervision. 

Mr. Watrers. May I make this comment, Mr. Chairman, that we 
have certain basic standards which would apply nationally. However, 
in reporting individual practices—— 

Mr. Moss. Well, are these in your manual? 

Mr. Waurers. Oh, yes, as far as our basic standards and procedures, 
they are in the manual for national use. The meetings locally are in 
connection—— 

Mr. Moss. We agreed that these were procedural standards 

Mr. Watters. On matters of construction lending and things like 
that—as to approach, inspection, appraisals, and so on—that is fairly 
standard throughout the United States. 

The regional meetings I was speaking of had to do with the matters 
you were referring to. Certainly lending in California is different 

than lending in Kentucky, Ohio, or the Middle West in most places, 
so we do try to have our examiners be informed as to the practices in 
the area, discuss them, exchange ideas, and the chief examiner and his 
staff in the training proce «dure does exactly that. 

Mr. Moss. I think it might be very helpful to have you supply for 
the committee a copy of the manual of instructions to the examiners. 
Will you supply that ? 

Mr. Watrers. May I ask a question, Mr. Chairman? I would be 
vertainly more than happy to, but let me ex xplain the nature of the 
manual. It is a confidential document which is not distributed to the 
associations. It includes our audit procedures, and so forth, and our 
approaches to these things. It is for the use of examiners only. I 
don’t know how that—if this is to be a public document, if turned over 
to the committee, it would seem to be a little contrary to the best 
interests—— 

Mr. Moss. Mr. Walters, the committee is very cognizant of the 
need to protect the public on some areas where there is legitimacy to 
the plea that if you disclose fully some procedures in connection with 
examinations, it might be prejudicial. The committee will take cog- 
nizance of that. The committee can’t at this point, however, indicate 
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its final disposition, but I point out that the committee is in eve 
sense as responsible as any individual employed by the executive de. 
partment or by any independent arm of our Federal Government. 

Mr. Waurers. I appreciate that, but I wanted to explain the nature 
of the document and the procedures that are in there, which involve 
audit procedures as well as examining procedures. 

Mr. Houirretp. Well, I would like to know specifically if there jg 
any percentage set for construction loans. 

Mr. Moss. That would not be in it, because he does not make the 
evaluation. The evaluation occurs in supervision, which is under Mr. 
Wyman. 

Mr. Houtrrevp. But you would report in your reports—— 

Mr. Watters. If there is any concentration 

Mr. Houtrrevp. The dollar amount of construction loans as well as 
any loans. 

Mr. Watters. If there is concentration of any type, construction, 
locality, or what it is, we report the facts. We do not have to have 
an exact percentage where you do or do not report them, because any 
concentration—we realize when we report in an examination report, 
they are not necessarily critical, they do not necessarily require super- 
visory action. 

Mr. Hourrrerp. You make a report on what you find. 

Mr. Watters. We report on the association to the best. of our 
ability. 

Mr. Houirrecp. And you report the dollar amount of construction 
loans? 

Mr. Watters. Only if there was any volume, any concentration, 
If they only had a minor percentage, 1 percent or half percent, or a 
half dozen loans in a year, we probably would not bother to report 
that because it is not a material factor. 

Mr. Ho.trrevp. Then there are associations that make very few 
construction loans. 

Mr. Watters. Oh, yes. 

Mr. Hoxtrrevp. On the other hand, there are associations that go in 
heavily for construction loans. 

Mr. Watters. That is right. 

Mr. Houtrtexp. Is it not true, if they do go in for construction loans, 
that in addition to the interest on it, there are frequently points 
charged in California for a construction loan ? 

Mr. Waurers. That is right. 

Mr. Hourrietp. Now, by “points” we mean, if a construction loan is 
made for 90 days, or 6 months, at let us say 5 percent or 6.2 percent, 
whatever the amount might be in that particular neighborhood, there 
is also the procedure in California, at least—and I understand else- 
where—of charging three points, four points, and in some cases as 
high as seven points for the financing, is that not true? 

Mr. Watters. That is true. 

Mr. Houirretp. Now, if a construction loan is made for 6 months 
at 5 percent, and a point premium is charged of five points, is it not 
true that that construction loan brings back in much more than an 
ordinary loan for the period of time the money is involved? 

a Watters. The return on that money is much greater, that is 
right. 
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Mr. Houtrievp. Is greater by a factor of at least three, because 5 
percent for 6 months, if you got five points in addition to that, and 
you figured it on an annual basis, you would have about three times the 
earning power that you would have on a straight 5-percent loan, is that 
not true ‘ , 

Mr. Watters. It is obvious that the percentage of return is up. 

Mr. Houirievp. If that practice is followed, is it not true that those 
associations do accumulate profits faster than the other associations 
that do not practice that? Iam not justifying it morally or any other 
way, 1 am not seeking to, I am just seeking an answer. 

Mr. Watters. LI agree the more points that are charged, whether on 
existing property or construction, the greater the return and therefore 
the greater the earnings. ; 

Mr. Houiri1etp. Now, you have to balance off against that the possi- 
bility of hazard in construction loans against the causead alae 
loans on buildings already constructed. 

Mr. Wavrers. That is right. 

Mr. Houirievp. If there is a high point of loss, of course, that would 
cut down on the earnings for the amount of money invested, and if 
there is not a high point of loss in construction loans, conversely it 
would increase the profits of the institution. 

Mr. Watters. Right. 

Mr. Houirretp. Now, in the case of one of these borrowers, the Jones 

eople I believe it was, there was an amount that was charged as 
ve edi I believe, in addition to interest on previous loans which 
brought into the reserves over $1,200,000 in additional money. 

Is that not true / 

Mr. Watters. I would not want to say that without actually check- 
ing the report. I don’t recall the exact facts. I know there were 
huge fees taken in on construction lending. That dollar amount I 
don’t know. 

Mr. Hotirre.p. And those moneys were put into the reserves, those 
brokerage fees were put into the reserves in order to strengthen the 
institution after its first seizure. 

Mr. Watrers. It is my understanding the earnings, fees, points, or 
whatever they may be called, went into the earnings of the association. 

Mr. Houtrrecp. And that they were put into the reserves ? 

Mr. Watters. Well, that wouldn’t necessarily follow, the same earn- 
ings, because you do have to pay dividends, and you do have to pay 
certain expenses. They went into the earnings of the association, 
which would tend to give the association more available earnings for 
transfer to reserves after taking care of expenses and dividends. 

Mr. Hoxirietp. And it was true that after the first seizure, the re- 
serves were depleted in the Long Beach Savings & Loan, and that 
there was an effort on the part of the association, a continuing effort to 
build those reserves up as a result of that depletion when they took the 
institution back at the end of the first seizure, the first conservatorship, 
is that not true ? 

Mr. Waters. Well, they met the reserve requirements, so far as 
that is concerned. I don’t know how you would answer that question 
as to a special effort that was made. Actually, the remaining amount 
after the payment of expenses and dividend goes either into surplus or 
reserves, that is true. 
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Mr. Howtrrecp. We had some testimony, and I haven’t been able to 
find it in the record here, because I have seen this printed volume for 
the first time today, but somewhere in here we have some testimony 
on this matter, and I remember specifically that there was a large 
amount of broke rage or some type of special earnings that were plowed 
into the reserves in order to build up the reserves. I haven’t been able 
to find it. It was from the Jones-Walker people on a previous loan 
to them, I think. 

Mr. Watrers. Mr. Holifield, I would like to emphasize what the 
chairman said in that we do not evaluate whether the volume of con. 
struction lending is unsafe and unsound. We report those facts, 
We report where the fees go and how much of the fees may be used 
through earnings for expenses and dividends, but we do not attempt 
to draw the final evaluation on the soundness of that operation. 

Mr. Houtrreitp. Yes, I understand that. I am sure that yours is a 
reporting rather than an evaluating service, but when it comes to the 
evaluation of that report, then I say that if the the associations have 
no guide as to what percentage they shall put into construction loans, 
then it is a matter of lack of proper 1 regulatory action on the part of 
the ata so that they might stand at least alerted within a certain 
bracket, but they should not go beyond it. 

Now, I do know there is a limitation on commercial huildings, : a 
savings and loan can only put a certain amount into commercial build- 
ing. Is that not true, Mr. Wyman? 

. Wyman. Yes, it is. 

Mr. Hoxtrrevp. Is that a percentage level ! 

Mr. Wyman. That could all be in construction loans at a given time. 

Mr. Ho.trtevp. But isn’t there a percentage level for commercial 
buildings? 

Mr. Wyman. Not to exceed 20 percent of assets on certain types of 
real estate that is defined in the statute. 

Mr. Hortrtetp. Then if you see a hazard in construction loans, why 
do you not have a regulation which also sets, percentagewise, within a 
bracket, the amount of construction loans? If you are going to seize 
an institution on the charge that they are putting too much money 
into construction loans as one of your charges, why do you not have 
them alerted to that fact? 

Mr. Wyman. Mr. Holifield, with the permission of our Board, the 
Board has under consideration a regulation on that very matter. 

Mr. Hottrtecp. Well, I am delighted to hear that. How many 
years has it been since the Board was established ? 

Mr. Wyman. It has had for quite some time. It is not an easy sub- 
ject. Frankly, it is a very involved matter. We have to avoid being 
so rigid that these institutions could not develop and maintain proper 
channels of investment. We have to avoid that. At the same time, 
there should be a stop sign or a speed limit sign somewhere. 

Mr. Hourrretp. I agree with you, and ‘therefore as long as you 
haven’t established that, why do you use this as one of the charges i in 
seizing an institution, as long as you hs ave not established a stop sign, 
why do you use it? If I were sitting in your chair, I would hesitate 
exactly like you are doing—I wouldn't be able to answer that question. 
I wouldn’t be able to, sir. 

Mr. Wyman. Well, I could answer it to my satisfaction. 





M 
M 
centr 
ing, 
ship 
whic 
becal 
ticul 
M 
isfy 
Nati 
or & 
M 
like- 
for, 
this, 
the 1 
item 
M 
hear 
M 
M 
M 
M 
and 
it cl 
wou 
M 
M 
M 
M 
mat 
M 
con! 
wal 
com 
\ 
¥ 
the 


to 
or 


re 
a 
dle 
An 


he 
ve 


of 


in 


d.- 


ne, 
ial 


hy 
1a 
ize 
ey 
ve 


he 
ny 


1b- 
ng 
yer’ 
ne, 


‘Ou 

in 
on, 
ate 
on. 


LONG BEACH FEDERAL SAVINGS AND LOAN ASSOCIATION 1157 


Mr. Houtrrevp. Oh, I am sure you could. 

Mr. Wyman. There was concentration here, and very material con- 
centration in one project to a very limited number of borrowers hav- 
ing, as I understand the facts reported by our examiners, one owner- 
ship, really, and with very consider: able de linquencies developing 
which gave us a concern not because of construction loans, per se, but 
because 5 of the combin: ation of factors that were involved in that par- 
ticular matter, so that is, in brief, the answer to it, Mr. Holifield. 

Mr. Horirirecp. Well, your answer doesn’t satis fy me. It may sat- 
isfy you, sir, but it shouldn't satisfy the associations throughout this 
Nation that face summary action of this type without any ‘euidelines 
or any warnings, or any supervisory letters on the subject. 

Mr. Chairman, I will defer to your judgment on this, but I would 
like—I mor t find in this record here the figures that I was looking 
for, and if it is in order I would like to have Mr. Gregory explain 
this. as ae as the conversation has occurred, and the testimony is on 
the record at this point, I would like to have Mr. Gregory explain this 
item to which I refer. 

Mr. Moss. Well, I would suggest that it has been explained in the 
hearings in June. 

Mr. Horrrrevp. I wasn’t able to find it, that is the trouble. 

Mr. Moss. It is rather difficult—— 

Mr. Hourrrevp. I want this one point. 

Mr. Moss. I would suggest that the staff check that fact tonight, 
and if it has not been clarified to your satisfaction, that we then have 
it clarified tomorrow. I am confident that it has been, and that it 
would merely tend to load the record up with repetitious material. 

Mr. Ropack. Mr. Chairman, I will proceed, if I may. 

Mr. Moss. Certainly. 

Mr. Rozack. I will ask Mr. Robertson 

Mr. Moss. Before you do, we left unresolved the question of your 
manual. 

Mr. Wacrers. I didn’t know it had been unresolved. It is not a 
confidential bulletin in the sense it cannes be furnished. I merely 
wanted to tell you the nature of it. I don’t see any reason why the 
committee should not have a copy of it, and I will be glad to get one. 

Mr. Moss. It will be made available to the committee? 

Mr. Waters. I believe it can be done, because I don’t believe it is 
the type of document which is officially 

Mr. Moss. Who would prevent you from doing it? 

Mr. Watters, The Board, only. 

Mr. Moss. Mr. Robertson, are you going to permit Mr. Walters to 
supply the document requested ? 

[r. Ropertson. Yes, sir, with the explanation that he has made as 
to the confidential nature, ‘which you will recognize when you see it. 

Mr. Moss. Now, then, Mr. Wyman, we determined that you have 
no such manual. 

Mr. Wyman. That is correct. 

Mr. Moss. Do you have any series of letters of instruction ? 

Mr. Wyman. Well, there are from time to time on matters of gen- 
eral applicability letters of instruction, or guidance, to the supervisory 
agents. Those are, with the rarest of exceptions, and possibly with- 
out exception, all approved by the Board before they are sent to the 
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supervisory agents, and of course those memorandums of instructions 
serve as a guide or guides for their operation with respect to the 
matters covered by them. 

Mr. Moss. And do they remain in force until canceled or superseded? 

Mr. Wyman. Yes; that is correct. 

Mr. Moss. And a compil: ition of these letters would constitute for 
all practical purposes a manual of instructions to supervisory agents! 

Mr. Wrman. Well, if it could be called that, I presume it could 
be called that as well as anything else. 

Mr. Moss. Do you have a compilation of the letters of instruction 
to the supervisory agents ? 

Mr. Wyman. I have no compilation of them. That is, I don't 
maintain any assembly of those in the sense that you would find in g 
bound manual. 

Mr. Moss. Are they serially numbered in any fashion ? 

Mr. Wyman. Well, they relate to various subjects having to do with 
operations. 

Mr. Moss. Are they maintained in a subject file by the supervisory 
agent ? : 

Mr. Wyman. No; they are not serially numbered, I am sorry. 

Mr. Moss. Is the supervisory agent instructed to maintain a file 
of them for his guidance ? 

Mr. Wyman. "WwW ell, when they are sent to the supervisory agents, 
it is pointed out that this is for your information and guidance. 

Mr. Moss. All right, do you have available, then, the means to com- 
pile these letters which are the only types of general instructions is- 
sued to the supervisory agents? 

Mr. Wyman. Well, I presume that certainly we could bring to- 
gether those various memorandums. I am thinking in terms of every 
one of them, but I don’t know how far back, because some of them 
have been issued in the past and have since been outdated by some 
change. 

Mr. Moss. Well, a current compilation would exist only of those in 
force representing current policy. 

Mr. Wyman. If you are interested in the current; we could get that. 

Mr. Moss. The current policies. 

Mr. Wyman. Yes; we could get that. 

Mr. Moss. All right, will you supply that, then, for the committee. 

Mr. Wyman. With the Board’s permission, I will be glad to do so. 

Mr. Moss. Mr. Robertson, have you any objection to the supplying 
of that material ? 

Mr. Ropertson. No, sir. 

Mr. Moss. The committee will receive that material for its study. 

(The material referred to is held in the subcommittee files.) 

Mr. Moss. Mr. Roback. 

Mr. Rosacx. Mr. Robertson, have you taken any action to reduce 
the concentration of loans and the risk alleged in regard to the asso- 
ciation loans? 

Mr. Rosertson. No; nothing has been accomplished in that diree- 
tion yet. 

Mr. Rosack. Has there been any effort to seek any accomplishment 
in that area? 

Mr. Rosertrson. There have been discussions with the borrowers. 
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Mr. Ronack. Those discussions were initiated when ? 

Mr. Roserrson. I think they started in Long Beach in June. 

Mr. Ronackx. And were those discussions initiated at the initiative 
of the borrowers ‘ 

Mr. Roserrson. I think they were started at the initiative of the 
supervisory representative in charge, and may I say this, they only 
had to do with the correcting of delinquencies and the general resto- 
ration, or whatever you want to call it, of the project. It wasn’t dis- 
cussed as 2 piecemeal project. 

Mr. Ronack. It was developed earlier, and I thought the testimony 
was, that this Bellehurst proposition is being run from Washington. 
The supervisory representative—— 

Mr. Roverrson. You asked me where it was initiated. 

Mr. Rornack. Are you testifying now that the supervisory repre- 
sentative had undertaken, had commenced negotiations with the bor- 
rowers to do something about the delinquency ¢ 

Mr. Ropertson. That is right. 

Mr. Rorack. And has that function been transferred to—— 

Mr. Ropertson. It of necessity had to come to us if it had to do 
with the overall rehabilitation, or whatever you want to call it, of 
Bellehurst, because there is just one borrower, for all practical pur- 
poses. 

Mr. Rosack. One borrower? Who is that ? 

Mr. Roperrson. It isthe so-called Jones & Walker interests. 

Mr. Ropack. So that the Jones & Walker interests are now in the 
process of negotiating with you in Washington / 

Mr. Rozertson. They have been talking to us. 

Mr. Ronack. And what are they looking to, and what are you look- 
ing to, as you understand it, to correct delinquencies ? 

Mr. Roserrson. There are two things to be achieved. One would 
be to correct the delinquencies, and the second to have an orderly liqui- 
dation of the loans. 

Mr. Rorack. And is the liquidation of the loans—let me put it this 
way: 

On the basis of negotiations to date, what can you report to the com- 
mittee ? 

Mr. Roserrson. I don’t think we can report anything definite. 

Mr. Ropack. Can you report anything indefinite? Can you report 
anything ? 

Mr. Roserrson. I can report that we have talked to them, and 
that they have presented a plan which to date is not satisfactory, 
but which I think has elements of possibility. 

Mr. Rosack. What inspired the supervisory representative in June, 
some 6 months after his tenure, that is his time in office, to initiate 
these discussions? Did it come after the committee hearings, by coin- 
cidence ? tii 
_ Mr. Roserrson. No, it came about by the calendar period approach- 
ing the end of the- 





Mr. Rosack. Of the loan payment period ? 

Mr. Rozertson. Of the loan payment period, yes. 

Mr. Ronack. Now, have you done anything to obtain a credit report 
or financial statements ? 
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Mr. Rosertson. Well, this I think is true—I am sure it is true. 
We have asked for the books of the borrowers, and they have declined 
to furnish them. 

Mr. Ropack. They have declined to furnish them ? 

Mr. Ropertson. Yes. 

Mr. Rogpack. Do you have any recourse against the borrowers? 
You are now de: ling directly with them. You put it on the man- 
agement, and they can’t get them. Now you can’t get them? 

“Mr. Rosertson. We haven’t been able to get them, but I would like 
to be sure that is correct. 

Mr. Wyman. The supervisory representative did ask for access to 
the books of the borrowing corporations. 

Mr. Rosertson. And they have been refused. 

Mr. Wyman. They did not gain access—they were not made avail- 
able to him. 

Mr. Rosackx. What do you do in a case like that ? 

Mr. Rozertrson. There are two or three things you can do. One 
thing you can do is foreclose. One thing you can do is to keep on 
asking for them, and beyond that I suppose you can do what we 
are doing now, undertaking to negotiate a program for new money, 

I don’t know how you can get the books if they won’t give them 
to you. 

Mr. Rozack. Did you have that in consideration when you cited 
Long Beach for failure to supply such statements ? 

Mr. Roserrson. I think the reasons for not giving them to us are 
perhaps different from the ones for Long Beach. Long Beach had 
an opportunity to get them when they made the loan. In this case 
we don’t have that leverage. 

Mr. Moss. On that point, you say Long Beach had an opportunity 
to get them at the time of making the loan. 1 erhaps I will concede 
that that is quite true if you have a client who is anxious enough 
you can insist upon a statement and probably get it. 

But do you have a regulation or rule or policy requiring a chartered 
institution to seek from its borrowers, its clients, financial statements, 
balance sheets, or anything else? 

Mr. Ropertson. I think we said earlier in the June hearings that we 
did not. 

Mr. Moss. In effect the only thing necessary is that the management 
be satisfied that the borrower is responsible, and that having once 
passed that point of having made the loan, which is then controlled 
by the agreement, that they are as pow erless as you are to secure it 
when you come in at a later date and demand to see a credit report, 
or a financial statement ? 

Mr. Rozsertson. Yes: I think that is probably true. 

Mr. Moss. And if it is to be the policy of the Board at any point 
to require of a chartered institution that they supply this type of 
intimate financial detail on their borrowers that the Board then, 
as a precaution, should require that they have it on all the borrowers! 

Mr. Rosertson. Is that a question ? 

Mr. Moss. Yes. 

Mr. Rosertson. You say it should be? 

Mr. Moss. I am asking you. If you are going to require after 
the fact that the loan has been made, and cite it as a charge for 
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seizure, then shouldn’t you as a matter of simple precaution require 
that all borrowers of these chartered institutions give detailed credit 
information ? 

Mr. Roperrson. Yes, if it is necessary, if it is necessary in order to 
achieve ordinary lending prudence, that there be a regulation that a 
financial statement be required, then I think we should require it. 

Mr. Moss. And in the absence of the requirement, it seems to me 
unfair to cite it as evidence either of incompetence or uncooperative- 
ness, because you have not required it, and | would wager that many 
loans are made without that type of information in the file from large 
borrowers, wouldn’t you ? 

Mr. Rozerrson. I would say that the prudent lender would want a 
financial statement from a large borrower. 

Mr. Moss. You would want satisfaction as to financial responsi- 
bility. however achieved / 

Mr. Ropertson. That is correct. 

Mr. Moss. Not necessarily a formalized statement ? 

Mr. Rozerrson. Well, I don’t know a better way to satisfy—— 

Mr. Moss. I don’t either. 

Mr. Rosertson. A lender than to have a financial statement. 

Mr. Moss. I don’t know of any better way, either, unless it is to 
have access to his books. 

Mr. Ropertrson. That, in my opinion, should be unnecessary. 

Mr. Moss. We are talking about the best way to determine the con- 
dition of a borrower. I say I know of no better way than a financial 
statement except to have access to his books. Only in this case, you see, 
I have a very simple problem. If I wanted to see his books, I could 
get them. I might sae more difficulty with you in resolving some 
of the questions of privilege, but I wouldn’t have the question of 
privilege with him. 

Mr. Ropacx. Mr. Robertson, have you done anything with regard to 
the seventh item, namely the loans to a corporate borrower called 
Whaley, I believe? 

Mr. Roserrson. I am not familiar with them, but as I understood 
Mr. Gregory’s testimony in June, whatever defects there were in those 
loans—and I have not compared them, so I don’t know precisely, but 
from what Mr. Gregory said, those situations have been corrected. 

Mr. Rosack. You mean corrected after the charge was made? 

Mr. Ropertson. Well, as I recall it, Mr. Gregory testified here after 
the charges were made. 

Mr. Rosacx. It is your understanding, and your testimony is, that 
the delinquencies or lack of performance involved in this has been 
overcome / 

Mr. Rorerrson. Based on Mr. Gregory’s testimony. It is not an 
independent statement from me. 

Mr. Rozacx. Did Mr. Ault have anything to do with the activities 
under that heading, corporate borrower ? 

Mr. Rosertson. I don’t know. 

Mr. Ropack. Do the association’s books now reflect the true financial 
condition ? 

Mr. Rogerrson. I would say that that would be one of the biggest 
subjects to be resolved at the administrative hearing, and I can’t give 


you that—I couldn’t—I am not withholding the answer, I just don’t 
now. 
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Mr. Rosacx. How could the administrative hearing resolve the 
items in litigation ¢ 

Mr. Rozertson. I don’t know that the administrative hearing could 
resolve them, but at least it could identify them. 

Mr. Ropack. Aren’t you faced with the same situation Mr. Gregory 
was, that is, you became his successor in management, and you haye 
items in litigation 2 

Mr. Rozerrson. Of course. 

Mr. Rosacx. So that insofar as these are unresolved items, the fail- 
ure to reflect the true financial condition is a reflection of the existence 
of the litigation rather than of some willful failure on the part of 
the management ? 

Mr. Rozertson. Yes, but I think it makes some difference as to how 
those items are evaluated, and how they are designated, and how they 
are treated on the books. As I say, it is a very complicated ac counting 
problem which I cannot answer. 

Mr. Rogwackx. Mr. Robertson, in your letter to the chairman dated 
August 1, which he read into the record, you have spread upon the 
record various allegations of adversaries in litigation, one adversary 
in litigation. 

What was the purpose in spreading on the record in this letter to 
the chairman the allegations of one adversary in litigation? 

Mr. Rosertson. I didn’t know about it. 

Mr. Ropack. You didn’t know about it? It says the attorney for 
one corporate borrower denied—it is alleged—it is further alleged. 

Mr. Roserrson. Is that something Mr. MacGuineas gave? 

Mr. Ropack. I am referring to your letter. 

Mr. Rorerrson. Oh, I beg your pardon. I thought you were talk- 
ing about that litigation. You are referring to my letter of August 1! 

Mr. Ropack. Yes. 

Mr. Rosertson. And what was your question { 

Mr. Ropack. What was the purpose of stating to the chairman the 
allegations of one adversary in a proceeding ? 

Mr. Rosertson. The chairman asked me what we were doing about 
collecting the delinquent interest, and that was the only answer we 
could give him. We had billed the borrowers, and they came back 
with statements that they don’t owe the money, and indattahe to say 
why. 

I am simply quoting them. 

Mr. Ropack. Mr. Chairman, the committee said in its report that 
the seizure order was couched in language calculated to scare the wits 
out of the ordinary depositor. Do you remember that? 

Mr. Rosertson. No, but if you say—— 

Mr. Rozack. They were allegations, in effect, going to be tried and 
adjudicated by the people who made them, but even so, is not this 
letter comparable in form to Board Order 13372 in the sense that it 
states a bill of complaint by an adversary in litigation, so that the 
unwary or uninitiated reader believes that all kinds of things are 
happening? 

For example, “the association without the consent of the borrower 
withdrew approximately $700,000.” 

Why, that is almost like theft, you know. 

Mr. Roserrson. Well, this was in response to an inquiry from the 
chairman- 
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Mr. Rosacx. The chairman didn’t ask you about the withdrawal 
of $700,000. The chairman asked you what you are doing to conserve 
and protect the Bellehurst properties, because he was concerned about 
the dissipation of those assets, and you come back and you say, and this 
is what the ordinary reader who is not acquainted with the litigation, 
or with all the complications of this case reads, that the former man- 
agement has without the consent or authority of the borrower with- 
drawn $700,000 from the trust account. 

To me as a person who is not schooled in the law, I would think 
that was bordering on theft, if you take money out of a trust with- 
out consent or aut hority. 

Mr. Ronertson. But this letter was not addressed to the ordinary 
reader, it was addressed to the chairman in response to his inquiry. — 

Mr. Ronackx. There are some substantial portion of 90,000 deposi- 
tors, I am sure, present or former, who are interested in this public 
record. 

Mr. Roperrson. As I say, this was not part of the record. It may 
be now, but it wasn’t then. 

Mr. Ropack. In other words, you assumed that this was trans- 
mitted in confidence to the chairman ? 

Mr. Rorertson. No, no, of course not. 

Mr. Ronack. When the chairman asked you what you were doing 
to protect Bellehurst, why is it the first thing you spread on the rec- 
A a statement which in effect said that somebody stole $700,0000 ? 
Do you know whether in fact this was done? 

Mr. Rosertson. We didn’t say so. 

Mr. Ronack. You said it is alleged, and you allege various other 
things. Isn’t that the kind of thing that is calculated to make some- 
body think that something terrible is going on? Which administra- 
tive hearing is going to try these things ? 

Mr. Rosertson. I don’t understand what you mean. The chairman 
asked what we were doing to collect the interest and we sent bills. 

Now, I could come back and say the attorneys said they didn’t owe 
it, if that would have been a responsive answer. 

Mr. Ronackx. Mr. Robertson, you charged that borrowers were in 
a state of delinquency. That in a large sense was the reason why 
this institution was grabbed. 

Now, when the chairman asked you what you as sueccessor in 
management are doing to protect the remaining assets and protect 
the physical properties, you say that you can’t answer the question 
for, among other reasons, the Long Beach Federal Savings & Loan 
Association without the authority or consent of the borrower with- 
drew approximately $700,000 from the trust account. 

Now, if somebody withdraws from a trust account $700,000 with- 
out consent or authority, what does that mean to you? Are you in 
the business of spreading unverified allegations on the public record ? 

Mr. Rosertson. We didn’t put this 

Mr. Ropacx. Do you believe that that is the case? 

Mr. Rozerrson. I didn’t say so. I told you what the response was 
to Mr. Ault in reply to his demand for payment, and I said at the 
end that these matters are presently the subject of discussion between 
the supervisory representative in charge, his attorney, and the attorney 
for the borrowers, and I think they have now resolved the figures. 
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Mr. Rogsack. From what borrower was the withdrawal of $700,000 
what account ? 

Mr. Rosertson. As I said here all we have is the allegation. We 
didn’t say it is true. 

Mr. Rozack. Do you have a small amount of curiosity about these 
matters ¢ 

Mr. Moss. Well, let the chairman clarify the question. I am not at 
the moment too concerned about the restatement of the allegations, 
because in a case of this type there is going to be numerous allegations, 
and the chairman thinks the proper forum for the settlement of most 
of them is a court of law, and not a summary seizure, but I do point out 
that the Board in its 13372 characterized a borrower as seriously 
delinquent. 

The chairman, upon his trip to Long Beach and his examination on 
the site of these properties concluded, and I think logically and cor- 
rectly, the borrower characterized as seriously delinquent was the 
borrower constructing the houses at Bellehurst. Am I correct? That 
is under item (e). 

Said association has taken into income and has used for the purpose of paying 
expenses and dividends large amounts of proceeds of loans made for and neces- 
sary to finance to completion the construction of houses which were specified 
security for the loans, the construction of many of which houses has been sus- 
pended or abandoned, and has refinanced and increased loans to seriously 
delinquent borrowers for the same purpose. 

Mr. Ropertrson. Yes, I think that is it. 

Mr. Moss. So I was assuming, if I characterized it correctly, that 
item 1 of my letter of July 18 dealt with the Jones & W alker loans, 
My question did not go to the delinque ncies then existing at the time 
of the issuance of 13372. My question was very carefully phrased to 
deal with further delinquencies with respect to the subdivision, rec og- 
nizing that there was an element of controversy surrounding the c¢ charge 
which the Board had made as to the delinquency of the borrower, and 
also recognizing that in the course of making loans, each day that 
goes by, if there is delinquency, it becomes more delinquent. It would 
be my opinion that a prudent supervisor in charge—I understand that 

the supervisor in charge assumes all of the authority of the previous 
management, he becomes in effect the man: wer , the preside nt, the board 
of directors, the whole show, isn’t that correct ? 

Mr. Ropertrson. Yes, sir. 

Mr. Moss. And he is there for the purpose of “conserving” —1t is an 
interesting word—protecting, strengthening. You are not going to 
let it get any weaker, and yet nothing was done on this matter which 
would seem to me almost the first order of business to call in those 
people and tell them, “Now, look, I have been put in this position to 
clean up this situation, and we are going to get those houses completed 
with you or without you, and unless you can immediately get busy 
and show us some method whereby you will do the job, then we are 
going to act under the agreement or by whatever means are necessary 
to put you in a receivership, or at least put the subdivision in a receiver- 
ship. Weare going to act here to con serve it. . 

But there was a long period of time in which no such action was 

taken, and then minim: al action was taken on the actual preventing of 
the physical properties of the subdivision from deteriorating further. 

Mr. Rosertson. That was easy. 
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Mr. Moss. Toa degree, only. 

Mr. Rozertson. That was the easiest part of it. 

Mr. Moss. Compensation for damage already done, and a guard 
appointed to prevent more. You can’t put a guard out there and have 
him protect a lot of this from the elements, of course. fe 

Mr. Rozerrson. The chairman recognizes, of course, that this is 

a simple problem. 
iH Mes: Oh, I recognize that, but the Chair also recognizes that 
every day a problem lays on the table and is not attacked, it becomes 
Jess simple. 

Mr. Ronertson. We recognize that. 

Mr. Moss. The only way you resolve a problem is to start work on 
it right now. If I were a receiver, I would feel I had an absolute 
mandate to get busy, not to sort of drift along with the tide and let 
things sort of stay as they are until other determinations are made. 

Mr. Rozerrson. We don’t intend to do that. 

Mr. Moss. You don’t intend to? 

Mr. Rozertrson. No, sir. 

Mr. Moss. But that is what was done up to a point. 

I think we might go to the other letter I sent you on July 18, also. 

Mr. Houtrtecp. Might I interrupt to clear up a point on the August 
1 letter we have been talking about? 

Mr. Moss. Yes. 

Mr. Houirtetp. This $700,000 which was withdrawn from the trust 
account, do you know what was done with that money, Mr. Robertson ? 

Mr. Rozertson. No; I do not. 

Mr. Hourrretp. You do not know that it was applied on the loans 
tomake up the delinquency? You don’t know that? 

Mr. Rozertson. I can’t be sure of that; no, sir. I can verify it. 

Mr. Hortrrecp. Mr. Dixon, did you know that the $700,000 which 
was alleged to have been withdrawn from the trust account was with- 
drawn under the agreement of trust, under permission granted in the 
agreement of trust, and that it was applied on the delinquent loans? 
Did you know that? 

Mr. Dixon. I knew it was applied. I am not sure it was all applied 
to the delinquent loans. 

Mr. Houtrtetp. Well, current loans, possibly. 

Mr. Dixon. I have been advised that part of it was a payment in 
advance. 

Mr. Horirrerp. So if you had a trust agreement with a borrower, 
and that borrower under certain circumstances said you could take 
this reserve which was set aside, that you could withdraw from that 
trust for the purpose of applying it on the loans, would this be an 
illegal or poor business act, or would it be consonant with good 
business practice ? 

Mr. Drxon. I think as far as any delinquency, it would be good 
business practice. If it was to be applied as an advancement payment, 
and I am not saying it was, then I don’t think it would be. 

Mr. Horirterp. But if the terms of the trust agreement allowed the 
reserve to be applied on delinquent, current, or future payments in 
order to facilitate the overall subdivision, this was certainly an agree- 
ment between the lender and the borrower? 
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Mr. Drxon. I would like to look at the trust agreement, because I am 
not sure. It was my understanding 

Mr. Ho.irtexp. I think we had testimony that this was used for that 
purpose. 

Mr. Drxon. That is what it was used for. 

Mr. Houtrretp. Therefore, in the writing of the letter of allegations 
without looking into it to see what happened to that $700,000, if that 
$700,000 was diverted to personal use of the board of directors, or 
any member of the board of directors, that certainly would be repre. 
hensible, but if it was withdrawn under terms of a trust agreement 
and applied on a proper debt to the association, then it should receive 
commendation rather than implied criticism. 

Mr. Moss. Let’s recognize that whatever the judgment might be 
of the Board or its members individually at this moment, the Board 
made a finding under item (e) in order 18372; it has already made 
a finding and issued its judgment or evaluation: 





Said association has taken into income and has used for the purpose of paying 
expenses and dividends large amounts of proceeds of loans made for and neces. 
sary to finance to completion the construction of houses which were specified 
security for the loans. 


That is the $700,000. Now there seems to be doubt that that is 
what the association did. 

Mr. Rosertson. Mr. Holifield asked me about how this particular 
$700,000 was applied, and I can’t tell him. 

Mr. Moss. Your order tells him. 

Mr. Rosertrson. But that doesn’t cover-—— 

Mr. Moss. Do you want to make a side wager with me that that 
doesn’t cover the $700,000 ? 

Mr. Ropertson. There was more money than that involved. 

Mr. Moss. I didn’t say there wasn’t. I said your $700,000 is there. 

Mr. Rosertson. Is where? 

Mr. Moss. In item (e). 

Mr. Rozertson. That may be part of it. The $700,000 may be 
part of it; yes. 

Mr. Moss. Had you finished, Mr. Holifield ? 

Mr. Hourrtevp. Yes. 

Mr. Moss. On July 18 I addressed another letter to you, addressed 
to Hon. Albert J. Robertson, Chairman, Federal Home Loan Bank 
Board, 101 Indiana Avenue, Washington, D.C. 


oa 


Dear Mr. CHaAatrRMAN: On July 7, 1960, I sent to the Federal Home Loan 
Bank Board a copy of the 23d report of the Committee on Government Oper- 
ations (86th Cong.) entitled, “Federal Home Loan Bank Board Seizure of 
Long Beach Federal Savings & Loan Association.” I pointed out that the 
findings and recommendations of the Committee on Government Operations 
appeared at pages 19 through 21 of that report. 

It would be appreciated if you would let me know immediately what steps 
have been taken by the Board to comply with the committee’s recommendations. 

We wish to thank you your cooperation in sending us the material which 
accompanied your letter of July 12, 1960. When the remaining material is 
received the record of the hearings held in June will be complete. 

Sincerely yours, 
Joun E. Moss, 
Chairman, Special Subcommittee on the Home Loan Bank Board. 


Then we received on August 19, 1960, from you, Mr. Chairman, 
a letter addressed to me as chairman of the subcommittee, and it 
is upon this letter in part which I wish to examine now. 
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On item 1: 


As you may know, the Board had almost daily conferences from July 5 to Au- 
gust 1, 1960, with Mr. T. A. Gregory, president of Long Beach Federal Savings & 


e : 


Loan Association, regarding a program for settling the Long Beach controversies, 
particularly with respect to arranging some means by which the association 
might be returned with such changes in the management of the association as 
would be agreeable to the Board. These conferences have not resulted in an 
agreement which is acceptable to all parties concerned. 

Are the negotiations continuing ? 

Mr. Roserrson. I can’t answer that, definitely. Idon’t know. We 
have had a change in our situation. Mr. Hallahan has retired, or 
resigned. Mr. Dixon and I continued the discussions. 

As this letter stated, the agreement at present is not acceptable to 
all the parties concerned. Mr. Dixon will have to speak for himself, 
and I might say there are things about the agreement, the proposed 
agreement, which are not satisfactory. > 

Mr. Moss. Well, you mention here the matter of Kenneth Walker, 
Mr. Jones, Mr. Hart, and the Bellehurst subdivision, and you conclude 
your discussion of those gentlemen and their meetings in Washington 
with this statement : 

Since the disposition of Bellehurst involves one of the important aspects of 
any settlement of the Long Beach situation, further consideration of such 
settlement should be deferred pending receipt and study of the Jones-Walker 
proposed program. 

If the Jones-Walker matter were resolved, have you reached the 
stage where an agreement would be acceptable to all parties 
concerned ¢ 

Mr. Rozertson. Well, I think that in a sense it would have to de- 
pend also on Mr. Gregory, whether the arrangements made with 
Jones & Walker were satisfactory to him. 

Mr. Moss. Well, are you of the opinion that these conferences or 
negotiations have proceeded in a constructive and cooperative manner, 
and that you have now reached a point where this becomes the princi- 
pal item of nonagreement ? 

Mr. Rosertrson. I wouldn’t say it is the principal item, but I would 
say it is an important one. 

Mr. Moss. Well, I have a copy here of the American Banker for 
Monday of this week, and in view of the nature of the Federal Home 
Loan Bank Board, certainly it is intended to be a somewhat indepen- 
dent agency, I was disturbed to read in this article, which reports the 
resignation of Mr. William J. Hallahan, some language which indi- 
cates that perhaps there is another party at interest in this, and I 
would like you to indicate whether there is any truth at all to it. 

Remember, this is spread upon the front page of what is character- 
ized as the only daily banking newspaper in this Nation. 

The Board is supposed to be bipartisan— 


it says, 


The man selected may be questioned as to his views on the Long Beach situ- 
ation, since it is understood the White House is now interested in that case. 


It goes on: 


The situation a new Board member faces might not be a pleasant one as 
respects the Long Beach Association seizure. The Board is reportedly divided 
over the disposal of the case. Compromises have been offered, but the White 
House fears adverse political reactions. This has produced a stalemate. 
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On down further: 


The subcommittee has ample funds to investigate. It has been voted 1 
million for its use and can expand its inquiry as it wishes. The committee 
has never accepted the assumption of agency right not to reveal its position, 
This position it was understood was dictated by the White House. 

Now, I can assure you that I have had calls, and if I were seeking 
to make political capital of this, I would have responded to those 
calls, since this rumor was first published. I have not responded, 
I have no knowedge as to whether this reflects with any accuracy 
whatever. 

Have you discussed this case with either Mr. Kendall, at the White 
House, or any person in the Office of the Vice President ? 

Mr. Roserrson. I have discussed it with Mr. Kendall, but with 
nobody in the Office of the Vice President. 

Mr. Moss. Has there been an expression that a settlement would 
be politically embarrassing ? 

Mr. Roserrson. No. 

Mr. Moss. Has there been an urging upon you of a course of action? 

Mr. Rosertson. I don’t believe I should comment on that. 

Mr. Moss. You are under oath. Let me point out to you that in 
simple justice to your agency this is not something that I started, 
It appears in a very responsible publication. I think you should 
reply candidly. Mr. Kendall is not supposed to be an adviser to the 
Home Loan Bank Board. He is the adviser to the President of the 
United States. Your Board was given its own stature and its respon- 
sibilities under the law. 

Have the details of this case been discussed with you by Mr. Kendall! 

Mr. Rosertson. The merits of the case have never been discussed 
with anyone at the White House. 

Mr. Moss. Has the question of the desirability of settlement or 
nonsettlement been discussed ? 

Mr. Rozerrson. Don’t you feel that that is a privileged communi- 
cation 

Mr. Moss. Mr. Robertson, you are the witness. I am not. 

Mr. Roserrson. Well, I think I should decline to answer that, 
Mr. Chairman. 

Mr. Moss. You may, but let me say that if you do, I shall construe 
it to mean that there was such a discussion, and that if such discussion 
took place, it was an improper discussion. 

Mr. Ropertson. Well, I don’t know what to say beyond that. 

Mr. Wa.txiHAvser. Mr. Chairman—— 

Mr. Moss. No, let me go on. 

Now, I am trying to be fair, and I am trying to be objective. 

Mr. WatiHaAuser. Might I suggest the witness be allowed to confer 
with counsel before he answers? 

Mr. Moss. No, it isn’t a question of law, it is a question of fact. 

Mr. Watiuavser. I think he should be informed, do you not agree, 
as to what the possible result might be of his answering this question! 

Mr. Moss. The only possible result of this would be a political 
result. Counsel is not competent on that. If you wish to advise him 
on that, you may. 

: - Watiuavuser. Well, I would like to advise him, yes, but 
will not. 
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Mr. Moss. Counsel is inhibited by the Hatch Act on politics. 

Mr. Ropertson. Well, I can say this to you. There was no political 
discussion of the matter of any kind. 

Mr. Moss. I asked you if there was a discussion of the settlement or 
possible settlement or the nonsettlement of this case. Was there a dis- 
cussion of this case? 

Mr. Rosertson. There was a discussion of the administrative pro- 
cedure of the case. 

Mr. Moss. Was there discussion of settlement or the question of 
settlement ? 

Mr. Rosertson. As I say, I don’t know how to answer that. 

Mr. Moss. There was or wasn’t, or you won’t answer? 

Mr. Rozerrson. Well, I suppose I should say I won’t answer. 

Mr. Moss. But remember the construction I place on it. 

Mr. Rosertson. Yes, I understand that. 

Mr. Moss. Now, let me say, Mr. Robertson, that I am indulging you 
on this, saying that you won’t answer, because you are not in any sense 
subordinate to Mr. Kendall. He is not by law your adviser. This 
would not be privileged. I want to make that very clear to you. 

Mr. Rozertson. I accept what you say. 

Mr. Moss. Who initiated the discussion—you or Mr. Kendall? And 
on that I shall direct that you answer. 

Mr. Rozertson. The discussion of Long Beach? I did. 

Mr. Moss. You initiated the discussion ? 

Mr. Ropertson. Yes, sir. 

Mr. Moss. When did you initiate the discussion ? 

Mr. Rosertson. I can’t tell you exactly, but it was when we were 
considering taking over the association. 

Mr. Moss. In April? 

Mr. Ropertson. It was earlier than that. 

Mr. Moss. And you have had no discussion since then ? 

Mr. Rosertson. Yes. 

Mr. Moss. It has been a continuing discussion ? 

Mr. Ropertson. There have been several discussions. 

Mr. Moss. What was the most recent? 

Mr. Rosertson. I suppose the most recent was yesterday or the day 
before when they were discussing a successor for Mr. Hallahan. 

Mr. Moss. Were the discussions comprehensive on the Long Beach 
situation ? 

Mr. Rozertson. No. 

Mr. Moss. Did the Jones- Walker proposal ever enter the discussion ? 

Mr. Rosertson. No. 

Mr. Moss. Did the attitude of the successor ever enter the 
discussion ? 

Mr. Ropertson. No. 

Mr. Moss. Why did these discussions take place ? 

Mr. Rozertson. Just what do you mean, sir? 

Mr. Moss. Why did you find it necessary to discuss a matter of 
Board business with Mr. Kendall, not a member of the Board or its 
staff ? 

Mr. Roserrson. It seemed to us that we should discuss it, to start 
out with, with the Council of Economic Advisers, who are our prin- 
cipal contact with the administration. We wanted also to discuss the 
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possible impact with the Treasury, which has the monetary—which 
is responsible for the monetary situation, and we wanted the W hite 
House not to be surprised at whatever developments occurred. 

Mr. Moss. And have you kept the White House advised through 
Mr. Kendall, then, of the progress of negotiations? 

Mr. Rosertson. No. 

Mr. Moss. But you have discussed them ? 

Mr. Rozertson. We have discussed various phases of the situation 
from time to time. 

Mr. Moss. Now, when you say “we,” are you referring to you and 
Mr. Kendall, or are you referring to you and other members of the 
Board and Mr. Kendall ? 

To make it more precise, are you referring to you and other mem- 
bers of the Board—— 

Mr. Roserrson. I understand. 

Mr. Moss. Ora recent member of the Board ? 

Mr. Rozertson. I beg pardon ? 

Mr. Moss. I say or other members of the Board and a recent member 
of the Board. 

Mr. Rozerrson. There is no recent member of the Board. 

Mr. Moss. How about Mr. Hallahan ? 

Mr. Rosertson. Oh, I beg pardon, a late member of the Board. 

Mr. Moss. I thought we used the term “late” in reference to the 
departed. 

Mr. Sroane. There is a pending question. 

Mr. Ropertson. Yes, I know. 

On one or two occasions, other members of the Board have par- 
ticipated in the discussions. 

Mr. Moss. Was the effect, then, that in totality, all members of the 
Board have discussed the case with Mr. Kendall ? 

Mr. Rorertson. Yes, toa limited extent. 

Mr. Moss. Now, you mentioned the Council of Economic Advisers 
and the Treasury Department. With whom did you discuss the 
case in the Council of Economie Advisers ? 

Mr. Roserrson. I didn’t have very much discussion of it. It was 
with the chairman, Dr. Saulnier. 

Mr. Moss. And whoat the Treasury Department ? 

Mr. Rozertson. I didn’t discuss that with the Treasury Department. 
Dr. Husband did with the Fiscal Assistant Secretary. I can’t think 
of his name at the moment. 

Mr. Moss. We can check that. That is a simple matter for the staff. 

(Note: Mr. William T. Heffelinger is Fiscal Assistant Secretary of 
the Treasury.) 

Mr. Hortritetp. What was the interest of the Treasury Department 
in this? 

Mr. Roserrson. The Treasury Department would have to furnish 
the cash to the Insurance Corporation to make it available to pay the 
share accounts. 

Mr. Hottrtexp. Is the insurance account from the Insurance Cor- 
poration on deposit with the Treasury ? 

Mr. Ropertson. Yes. 
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Mr. Moss. Now, other than your colleagues on the Board, present 
and former, ¥ were there any private individuals available at any of 
these discussions ¢ _ 

Mr. ROBERTSON. No. 

Mr. Moss. Well, let’s go on to the next item, then. 

Mr. Houirrerp. Did 1 understand you to say the it you did not dis- 
euss this matter with anyone else in the President’s or Vice President’s 
aie Rosertson. Not in the Vice President’s Office at any time with 
anyone. 

Oe Houirtecp. Did you discuss this with Mr. Robert Finch ? 

Mr. Rozrerrson. No. 

Mr. Honirieip. Did any member of the Board—did you, Mr. Dixon ? 

Mr. Dixon. Yes. 

Mr. Houirtetp. What is Mr. Finch’s position down there ? 

Mr. Dixon. I don’t know. I simply asked who was a good attorney, 
knowing he was from that area, to represent the supervisory agent or 
the association. 

Mr. Houtrreip. He is in the Office of the Vice President, isn’t he— 
Mr. Finch? You didn’t consult him for the purpose of securing a 
private attorney for work on this case, did you? 

Mr. Drxon. Yes, I did. 

Mr. Stoane. He means the name of a private attorney, Mr. Holifield. 

Mr. Dixon. I wanted to know who the good attorneys were in Long 
Beach. that is all I ever discussed with him, and that was subsequent to 
the taking over of the association. 

Mr. finn: wieLD. Is Mr. Finch in charge of Mr Nixon’s e ampaign ? 

Mr. Dixon. He is now, yes, but that was prior to that. 

Mr. Hortrrecp. Have you been approached and asked for your 
resignation / 

Mr. Dixon. No, I have not. 

Mr. Horirtecp. Have you offered your resignation tentatively at 
any future date? 

Mr. Dixon. I have not. 

Mr. Moss. Is that all, Mr. Holifield ? 

Mr. Houtrrerp. Yes. 

Mr. Moss. Now, you state on August 3, 1960-—— 

Mr. Horirterp. Just a minute, Mr. Dixon has something to say. 

Mr. Moss. Mr. Dixon, would you come up and take a seat next to 
Mr. Rosertson. I think it would be easier for you, and then I wouldn't 
be guilty of overlooking you, 

Mr. Dixon. I am sure the committee knows that we are represented 
in California in Judge Hall’s court by the Justice Department, and 
what I talked to Mr. Kendall about was someone to assist the District 
Attorney. 

Mr. Moss. Well. let us go on to this next item, now. 

You state on August 3, Jones and his people came forward to 
initiate discussions. 

I am intrigued by this, because it would seem to me that if there 
were negotiations for settlement of the issues involvi ing the controversy 
between the Home Loan Bank Board and the former m: inagment of 
Long Beach, that their proposals for settlement would be the appro- 
priate ones in this instance rather than to undertake a piecemeal 
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approach toward settling through the Board’s actions directly with 
the parties, borrowers, certain aspects of it, and then tying everythin 
else up into a bundle in a settlement with the former management 
whereby they would regain the institution under such terms as might 
govern. But in view of the fact that this appears to be a major 
stumbling block, was there any consideration by the Board or has the 
Board or the supervisory representative in charge undertaken to 
determine the advantages which might accrue if the offers of others 
to develop Bellehurst were accepted 4 

Mr. Rorertson. Well, I think the Board has considered that. 

Mr. Moss. Has the Board met with others than the fee owners? 

Mr. Rosertson. No. 

Mr. Moss. Has the Board communicated with others than the fee 
owners / 

Mr. Rosertson. Only indirectly, and it has been the other way 
around, through Mr. Gregory. F 

Mr. Moss. I know. It would seem reasonable that if you were 
negotiating with Mr. Gregory that you would negotiate on all points, 
including Bellehurst, and that he would have to offer to you an 
acceptable proposal for the settlement of all issues involved. That 
is the way I would envision an orderly negotiation of a matter of 
this type, but it appears as though there has been cut adrift from 
this discussion the question of Bellehurst. That puzzles me. 

Mr. Rosertson. I know what you mean, but on the other hand, 
Bellehurst is one of the big problems here, and Bellehurst already 
has— the association already has a borrower on its books in the form of 
Jones & Walker and their various corporations. 

Now, it seems to be perfectly proper that the Board should know 
the capabilities and the possibilities of the present fee owner and the 
present borrower to work out the problem before it thinks about doing 
something else. Heat least has a vested interest. 

Mr. Moss. Did the Board invite from the former Long Beach 
management proposals for the settlement of Bellehurst ? 

Mr. Rosertson. I don’t know whether the Board invited it or 
whether Mr. Gregory volunteered it. 

Mr. Moss. Was it considered in the course of negotiations? 

Mr. Rozertson. Yes; there were three alternative proposals, and as 
I recall it—not three alternatives, but three proposals in the settle- 
ment discussions. 

Mr. Moss. Did the Board require sufficient assurances that these 
proposals, whichever it decided should be a part of the agreement, 
would be carried out? 

Mr. Rosertson. I think that is correct. 

Mr. Drxon. We would have to. 

Mr. Moss. Of course, you would have to, and if you secured these 
assurances, adequate assurances, as a part of an overall negotiation 
of a settlement of the issues involved at Long Beach, why would it 
be necessary to suspend negotiations and hold everything in abeyance 
while you undertook negotiations directly with Walker & Jones! 

It would seem to me that under such procedure you are placing the 
interest of Walker & Jones ahead of the overall interest of the 
association and of the community served by the association. 
you were able, from the former management, to satisfactorily nego- 
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tiate a settlement covering all points, why is there a need to give 
what amounts to a priority consideration to the problems of Walker 
; Jones ! 

- Rosertson. If you are asking me the question, I don’t know 
that it is a priority consideration. thy 

Mr. Moss. You have so characterized it, sir. 

Mr. Drxon. Wold you permit me to comment ? 

Mr. Moss. I wanted Mr. Robertson, first, because I was referring 
to his letter, and then I would ask you for comment. 

Now, I point out again, Mr. Robertson, that I am making my con- 
clusions from your own words— 
since the disposition of Bellehurst involves one of the important aspects of 
any settlement of the Long Beach situation— 
now, up to that point we are in agreement, it certainly does, but it 
would seem to me a point to be negotiated with the same people who 
are giving you assurances on all the other points, but you go further. 
Further, consideration of such settlement should be deferred pending receipt 
and study of the Jones-Walker proposed program. 

You would not look to them if you returned the association to 
Long Beach management. You would be looking to the management 
with whom you negotiated the overall agreement. You would hold 
them responsible for performing. Why is this type of concern 
shown ? 

Mr. Rosertrson. Well, speaking for myself, I was interested in 
talking with Jones & Walker and getting information as to the 
status of the operation, their own ability to perform, and what might 
be needed for a further program. 

Mr. Moss. But, sir, you started the negotiations with the Long 
Beach former management on July 5, continuing through August 1, 
and on August 3 Mr. Jones and his group contacted you to discuss 
asettlement of only a part of this issue. 

It seems to me that they, if they were so interested, should have 
come forward in April with a proposal for settlement, or that if you 
were concerned that they be afforded the opportunity to work out of 
their difficulties, that you would have contacted them in April for 
such arrangements—not in August, not after you had spent almost 
a month in an effort to negotiate a settlement which I think we can 
all agree is most desirable, that this be settled. 

Mr. Roserrson. It was they who contacted us, Mr. Chairman. We 
had had discussions 

Mr. Moss. Who contacted you? Who contacted you? 

Mr. Rozertrson. Mr. Hart contacted 

Mr. Moss. I recognize that. But it was rather late, because you 
say that further consideration of such settlement should be deferred 
pending the receipt and study of the Jones-Walker proposed program. 
Why should it be deferred? “ They waited a long time to come to you. 
If you had made substantial progress on the settlement, why wouldn’t 
it be far more in the public interest to settle than to stop and consider 
Walker & Jones, who didn’t even consider themselves, if they waited 
80 long to contact you ? 

I don’t know either of the gentlemen, but certainly they have sort 
of been coasting. Maybe they have been coasting hoping that the 
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force of circumstances would permit some action to take place which 
would put them in a position to come in under distress conditions 
through some other corporate entity, take over at a more advantageong 
basis. I don’t know what they were thinking, but they were not pur. 
suing the opportunities for discussion which existed from the moment 
you seized the association. 

Now we are giving them great consideration while everything stops, 

Now, I know that this report we filed has been characterized 4g 
just an expression of the view of the Congress, by some. It is an 
official position of the Congress, and we recommend that steps be 
taken for settlement. In my talk with you on the 17th or 18th of 
July, you indicated to me that you felt there was pretty substantia] 
progress being made in the negotiations. You conveyed to me a feel. 
ing of great optimism on this, and I think I expressed the hope that 
you could succeed. But it has broken down on Jones & Walker, 

Mr. Rozertrson. Not altogether, sir. 

Mr. Moss. Well, what other issue has it broken down on ? 

Mr. Rorerrson. Well, there are a great many differences—this js g 
very simple sounding proposal. 

Mr. Moss. No, it isn’t. 

Mr. Rosertrson. But actually a very complicated one. 

Mr. Moss. No, Mr. Robertson; it isn’t a simple sounding proposal, 
There is nobody on this committee so lacking in experience as to fee] 
that this is a simple and uncomplicated matter. We recognize the 
complexity of it, but you conveyed to me an impression of progress 
and of optimism. 

Mr. Dixon, would you care to comment ? 

Mr. Drxon. Yes, I would. I think as a matter of fairness, Jones 
& Walker should not be frozen out without any opportunity. I think 
they should have a reasonable time in which to come up with what 
we would consider—because, after all in name it is Mr. Ault, but in 
actuality we are going to have to make the decision. That was one 
of my objections, or one of my questions about Mr. Gregory’s proposal, 
that they be required to immediately make a decision. I don’t think 
that Jones & Walker have any more standing, shall I put it that way, 
in an overall settlement if it can be arranged than anybody else, but 
I do think they are entitled to a little time. 

Mr. Moss. Well, how much is 2 little time? 

Mr. Hortrrerp. Wasn't that the firm that stopped all the houses, 
and weren’t they the ones that threw this thing into the condition it 
is in by voluntarily stopping because of advice on their tax brackets 
for several months in the building of the houses ? 

Mr. Drxon. Well, of course, there again—— 

Mr. Horirtevp. They had that time, didn’t they, and they have had 
all these months since then. 

Mr. Dixon. Mr. Congressman- 

Mr. Horirrecp. And they have certain rights under their deeds of 
trust. 

Mr. Drxon. There is always two sides. 

Mr. Hoxtrrecp. Sure, but they were in charge, they were the 
borrowers, and they were the ones that were building the houses, and 
they were the ones that stopped building the houses and left them 
wnfinished, and they have certain. obligations, and of course in the 
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settlement of obligations every man has his equity protected by the 
courts. 

Mr. Drxon. Let me say that they are the ones who made the allega- 
tions that there was no legal right under this trust deed to withdraw 
money. 

Mr. Horirmip. Have you examined the trust deed? Have you 
asked to see it to see whether there was a provision in there in that 
way or not! ¢ 

Mr. Drxon. I wouldn’t be capable. 

Mr. Horirtetp. Have your lawyers examined the trust deed ? 

Mr. Drxon. I have asked and asked what the prov ision of the trust 
deed provides as to the authority of the association to withdraw any 
amounts. 

Mr. Houirtetp. Who have you asked this of ? 

Mr. Drxon. I asked Mr. C reighton—of course, he is in the hospital— 
and I have asked it of our other attorneys who are working on this. 

Mr. Houirrecp. And what have their replies been? Have they 
replied to you’ Have they given you an opinion ? 

Mr. Dixon. Their reply is that this trust, these funds were set up 
for construction purposes only. 

Mr. Moss. Well, you know ‘that is very interesting, because if these 
borrowers have had their trust raided, why didn’t they seek relief in 
the courts 4 

Mr. Drxon. That is a question I asked. 

Mr. Moss. Why didn’t they? I agree with you that they are en- 
titled to a reasonable time. 

Mr. Dixon. That is a question I asked. 

Mr. Moss. And how much time is a reasonable time? The institu- 
tion was seized 

Mr. Dixon. Well, in my opinion, before somebody else could take 
it—and this is just my own personal idea—they would be entitled to 
30 days to see whether they could finance it elsewhere. 

Mr. Moss. Well, wouldn’t that be a simple, easy provision to cover 
in a negotiated agreement with the former management ? 

Mr. Drxon. That is right. 

Mr. Moss. It wouldn’t be difficult to fashion language to insure that 
that be a part of the agreement. 

Mr. Dixon. That is right, that is perfectly right. Now, I might not 
have the same idea that somebody else might have. 

Mr. Moss. Well, I don’t know what Mr. Robertson’s idea is on that. 
Would you care to comment ? 

Mr. Rozerrson. On the matter of 30 days, I haven't any comment. 

Mr. Moss. Would you say it is a re: sonable time ? 

Mr. Rozertson. I would say it is a reasonable time, yes. 

Mr. Moss. Have you ever foreclosed on shorter notice than that? 

Mr. Dixon. I think it should be less than that, but I think that is 
reasonable. 


Mr. Moss. Well, that is a matter which could be clearly set forth in 
an agreement. 

Mr. Drxon. Because, as you have indicated, Mr. Chairman, they 
have had from April 22. As a matter of fact, they have had from 
August of last year, although they maintain th: at they have been sell- 
ing houses, and haven’t actu: tally abandoned. 
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Mr. Moss. Well, as I commented to Mr. Robertson, there is such g 
thing as selling houses, and merchandising them, and in tracts ou 
merchandise them. You can have somebody out there that will take 
care of the person who insists on buying, or you can have a crew that 
goes out and sells. 

Mr. Drxon. That is right. 

Mr. Moss. I was not impressed that they were exactly setting the 
world on fire with their efforts to sell. 

Mr. Houtrtevp. Mr. Dixon, you said you consulted attorneys on this, 
Did you mean you consulted the Board attorneys ¢ 

Mr. Dixon. Yes, the Board attorneys. 

Mr. Houtrretp. And you didn’t get an opinion from them on that? 

Mr. Drxon. Of course they are reluctant, with Mr. Creighton as 
their general counsel, to tell me. They feel that Mr. Creighton, who 
I think will be back Monday—we understand he will—— 

Mr. Hoxirieip. But in the meantime, while you are holding up on 
this one asset of a $130 million institution, an asset amounting to $4 
million, time is taking toll of all of the other assets. q 

Mr. Drxon. It is about 20 million. 

Mr. Horrrrevp. All right, 20 million, it is five times that much. 

Now, did you also consult with your attorneys in Los Angeles on 
this ? 

Mr. Dixon. Personally, I have not. 

Mr. Houtrretp. You said that you consulted with Mr. Finch as to 
recommendations. Did he recommend to you some attorneys in Long 
Beach ? r 

Mr. Drxon. Yes. 

Mr. Houirretp. What was the name ? 

Mr. Dixon. Mr. Hart was one of them, although he told me at the 
time that he might be representing other clients and that if he was, 
he would say so. 

Mr. Houtrrevp. He is of the firm of Ball, Hunt & Hart, 120 Linden 
Avenue. 

Mr. Dixon. That is right. 

Mr. Houirrevp. Did you also have another firm there working for 
you by the name of Clock, Waestman & Clock. 

Mr. Drxon. That is the one we did employ. 

Mr. Ho.uirrevp. Was this firm recommended by Mr. Finch, too? 

Mr. Drxon. It was mentioned, with no recommendation. 

Mr. Houtrtevp. Just the names. 

Mr. Drxon. I just asked who are good attorneys in Long Beach. 

Mr. Hotirrevp. Are you aware that Mr. Clock is Mr. Nixon’s 
campaign manager at Long Beach? 

Mr. Dixon. He wasn’t at the time. 

Mr. Houirrevw. But you are now? 

Mr. Drxon. I am now. 

Mr. Hottrievp. Well, I think it would be natural for Mr. Finch 
to recommend one of his friends. 

Mr. Wauuiuavuser. Will the gentleman yield? 

Mr. Hourrrerp. Yes. 

Mr. Wauiuavuser. If this case were in Massachusetts, would you 
ask Mr. Kennedy for his opinion ? 

Mr. Moss. You would ? 
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Mr. Wattunacser. In other words, there were no political overtones 
as far as you were concerned, were there 4 

Mr. Dixon. As far as I am concerned, I was trying to find an at- 
torney that could do the job. 

Mr. Wauunauser. And Mr. Finch came from that area, as I under- 
stand it. 

Mr. Drxon. That is right. 

Mr. Hoxtrrecp. Mr. Dixon, the reason I ask these questions is that 
the responsibility for reaching agreement under the law, any kind of 
function of your Board is on your Board. It doesn’t rest down 
in the White House, and we continue to hear rumors that political 
considerations have kept you from making agreements, and from 
consummating negotiations. 

Mr. Drxon. I told 

Mr. Watinavuser. May I ask one more question ? 

Mr. Hourrievp. It is a matter of great interest if the people in the 
White House are going to override—— 

Mr. Drxon. Oh, no. 

Mr. Horirrerp. The authority and responsibility or throw obstruc- 
tions in the face of a Board which has statutory responsibility-——— 

Mr. Dixon. There is nobody going to override me. The only thing 
Tasked at the White House, I thought that we needed additional help 
if the Justice Department was going to represent us. I wasn’t satis- 
fied with the representation. 

Mr. Wauiuavuser. Will the gentleman yield ? 

Mr. Horirrerp. Yes. 

Mr. Watinauser. Do you believe that the White House is in any 
way attempting to interfere with the settlement of this case? 

Mr. Dixon. Not with me. 

Mr. WattHauser. Do you, Mr. Robertson ? 

Mr. Rozsertrson. I don’t think so. 

Mr. Watiuavser. All right. 

Mr. Dixon. Because I don’t think—I probably am a little sensitive 
on that, because I think it is our responsibility. 

Mr. Watinavuser. Very well. 

Mr. Moss. I just had called to my attention that this article in the 
American Banker has some information that I don’t have on this 
committee. It says the subcommittee has ample funds to investigate. 
It has been voted $1 million for its use and can expand its inquiry as it 
wishes. 

Mr. Watiuauser. I was going to ask you about that. 

Mr. Moss. Certainly this subcommittee doesn’t have a million 
dollars. 

Mr. Drxon. Mr. Chairman, I would like to ask permission—I have 
an urgent telephone call, and I will return. 

Mr. Moss. All right. 

Now, it also in that same paragraph says that the committee has 
never accepted the assumption of the agency right not to reveal its 
position. Of course, it is very, very accurate on that. 


It says, then, this position it was understood was dictated by the 
White House. 


Was it? 
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Mr. Rosertson. I have seen that several times in this paper and 
in Bank Trends, which has the same editor, and also in the article 
about Mr. Hallahan. I would say it is not true. 

Mr. Moss. I don’t know the editor, so I can pass no judgment on 
that. Then it is your position that the negotiations of the type con. 
tinuing from July 5 to August 1 are futile? 

Mr. Ropertson. W ell, they haven’t made very much progress in 
that long period of almost continuous discussions. 

Mr. Moss. Has there been reluctance on the part of the former 
management to cooperate in an effort to achieve agreement ? 

Mr. Roserrson. No, I think not, but the former management can 
only go so far within the framework of the philosophy of its proposal, 

Mr. Moss. Did you ever reach a point in the discussions where 
you pretty generally felt that agreement was almost achieved? 

Mr. Rozertson. I think that happened two or three times. Mr. 
Gregory knows better than anyone how much time was spent, and 
how m: iny different ideas there were, and how many different ob- 
jections there were by the various members of the Board. 

Mr. Moss. If you were at a point where it was generally felt by 
all, that agreement was practically arrived at, there couldn't be 
so many points of difference, could there? 

Mr. Rozertson. There were two or three fundamental points there 
that were difficult to overcome and I am speaking now only for 
myself, not for my two associates, who will have to speak for them- 
selves. Mr. Hallahan can’t, but Mr. Dixon can. 

Mr. Moss. Is it your intention to seek further negotiations? 

Mr. Rosertson. I think I shall discuss them with Mr. Dixon when 
these hearings are over and we are free to spend some time on it, 
and when we have also come to some conclusion, if we can, about the 
Jones-Walker proposal. 

Mr. Moss. You feel that that must take place? 

Mr. Rosertson. No, but I think we must understand what they 
ean do and are willing to do. 

Mr. Moss. There would be no point in pursuing the other items in 
the letter which reflect your convictions as a member of the Board. 
The position of the subcommittee is now a matter of public record, 
it constitutes a public document of the Congress. 

Mr. Horirrerp. I have been interested, Mr. Robertson, in your 
negotiations with the Jones-Walker people, the belated offer on their 
part, an I seem to recall that very shortly after the seizure on April 

2 that you received or there was an offer made by Mr. Louis Boyar 
‘o take over this whole problem and pay off everybody including 
the association. 

Mr. Boyar developed Lakewood, which is one of the biggest devel- 
opments in California, I think with some 20,000 houses built in Lake- 
wood. He was one of the principal developers of the Lakewood-North 
Long Beach area several years ago. He is a man of great financial 
resources, and tremendous experience in mass building of houses and 
development of land, and it was my understanding—and there is an 
exhibit that has been placed into the record—of a letter in which he 
offered to take over the matter, the whole complete Bellehurst facility 
and pay everybody off. 
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Now, did Mr. Ault ever make any attempt at all to contact Mr. 
Boyar and find out if here was a purchaser who would take over 
this complete problem and pay everybody off! 

Mr. Rosertson. As I recall that offer, it was made to Long Beach 
Federal Savings and Loan Association, and I think Mr. Ault replied 
that the Long Beach Federal Savings and Loan Association was not 
the owner of the property, and therefore was not in a position to 
entertain an offer to buy. I am relying now on memory, the matter 
was then discussed with the fee owners who said they were not 
interested in making the sale, so the offer was not made to anyone 
who was in a position to deliver. } 

Mr. Houirtecp. It was made to the association, and at that time, 
on May 5, the association had all of the equity papers, the conferences, 
and so forth, on this whole Bellehurst affair. 

Mr. Rosertson. It would have had to foreclose in order to make 
delivery. 

Mr. Houirrerp. Well, if it was a matter of protecting the assets of 
the institution, and if it was subject to foreclosure under the terms 
of the trust deed, would not that have been an orderly way, in view 
of the fact that the accusation was made that this was an unsound 
and unsafe situation, and if you had an offer that would have bailed 
you out on an unsafe and unsound situation—— 

Mr. Rozerrson. I am not sure that was the complete posture of it, 
and it was not as simple as that, Mr. Holifield. 

Mr. Hottrietp. Oh, I am sure it wasn’t simple. I haven’t suggested 
it was simple. Neither is the Jones-Walker program simple, and 
neither is it as embracive as the Boyar offer. 

As I understand, Mr. Ault testified that he made no effort at all to 
find out, to negotiate with Mr. Boyar or find out if it was a bona fide 
offer. Is that correct ? 

Mr. Rogertson. That I don’t know. 

Mr. Ronack. Mr. Ault testified that Mr. Robertson was handling 
the Bellehurst matter. 

Mr. Houirtetp. Well, this was brought to your attention, then, Mr. 
Robertson. Did you make any effort to negotiate with Mr. Boyar 
to find out what the situation was, and if this was a bona fide offer, to 
present the people—Walker and Jones—with an alternative to either 
get on the ball and fulfill their obligations or know that you would 
take such steps as were necessary to protect the assets of the 
association ? 

Mr. Rogertson. I can’t remember the dates, but was that at 
about the time we were discussing with you, Mr. Gregory, or before? 

Mr. Gregory. Before and during. 

Mr. Hotirierp. The letter was on May 5. It is in the record here, 
if I can find it for you, the letter from Mr. Boyar. 

Mr. Wariuauser. Page 990, Chet. I think that is the letter you 
are referring to. 

Mr. Houtrmxp. I think it is, yes. It is dated May 5, proposing to 
purchase the Bellehurst properties, and it was to the association which 
by that time you had assumed lock, stock and barrel, with complete 
powers, and on the face of it at least it seems to be a bona fide offer, 
and knowing Mr. Boyar by reputation, although not personally, and 
knowing of his tremendous developments in southern California, I 
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would say that there is not a builder in southern California that has 
the standing, or a greater standing than Mr. Boyar. The only one 
I know that would approach him is a man by the name of Burns 

Mr. Ropacx. Mr. Robertson, wasn’t the Boyar offer one of the 
matters in the settlement discussions with Mr. Gregory ? 

Mr. Roprertson. Oh, yes. 

Mr. Rosack. And did you not ask Mr. Gregory to get some kind 
of stipulation from Mr. Boyar that even went to the point that the 
interest and other expenses during the foreclosure proceedings would 
be borne by Mr. Boyar? 

Mr. Roverrson. I don’t know that that was something we sought 

Mr. Rorack. But you discussed the matter and considered the matter 
and even made some suggestions about it, did you not ? 

Mr. Rozerrson. I assume we did. 

Mr. Ropack. Well, assuming you did, did you do it without doing 
it in good faith? Were vou doing it on a basis of an offer from a 
prospective purchaser which you did not consider bona fide? 

Mr. Rorerrson. Oh, I am sure that is not true. 

Mr. Rowack. So it would follow as a simple logical consequence 
that you accepted the bona fides of the offer? 

Mr. Roserrson. I think that is correct, isn’t it, Mr. Dixon? 

Mr. Drxon. Yes. 

Mr. Hontrretp. And also, as I remember, I understand that there 
has been a subsequent communication from Mr. Boyar in which he 
has reduced his offer by some $1,300,000 below his first offer as a 
result of the delay; so this indicates, it seems to me, a lack of interest 
on the part of the Board in really going in to protect. these loans 
which were said to be unsound and unsafe loans, and here is a bona 
fide offer to discharge those obligations for the benefit of the asso- 
ciation, so that the association would have no losses. 

Now, you are supposed to be interested primarily in the association. 
You are not interested in Jones and Walker, or the Metrim Corp., or 
any other outfit. Your primary responsibility is the recovery of all 
of the assets possible, if you are doing the true job of a conservator, 
and I can’t understand, and the record does not explain to me, why 
this was not explored. 

Mr. Roserrson. Well, it was explored. It was discussed at length 
with Mr. Gregory. 

Mr. Ho.irrevp. Wait a minute. I am talking about why wasn’t 
it explored before you even got to Mr. Gregory? This is the same 
situation as the vandalism. Nothing was done about it until it was 
called to your attention by the letter of the chairman. If there had 
been a desire on the part of the Board to conserve the assets of the 
institution, Mr. Robertson, it seems to me that on the face of the 
testimony and evidence presented to us that you would have proceeded 
in an orderly way to explore every avenue of protecting the assets of 
the institution against liquidation. 

Mr. Rosertrson. That was done, and the conclusion you would 
reach is that in order to accept the Boyar offer it would be necessary 
to foreclose. 

Mr. Houirterp. Is this something that is evil? 

Mr. Ropertson. No. 

Mr. Hotirtetp. If you have a mortgage on a house and the person 
isn’t paying the mortgage, aren’t you entitled, and aren’t you éx- 
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pected as a matter of public trust, when you are dealing with public 


moneys, to proceed with foreclosure proceedings ? 

Aren’t you expected to do that? Your comment that this would 
have encompassed foreclosure is completely irrelevant to your a 
as a custodian of the public moneys when they were in jeopardy a 
you seemed to think they were. 

Mr. Rosack. Might I ask Mr. Dixon, how do you rate, in the course 
of the information you have gained from the hearings, and from 
discussions with all parties that you have discussed this matter with, 
how do you rate the Bellehurst properties now ? 

Mr. Drxon. The Bellehurst ? 

Mr. Ropack. As a question of risk and secur ity. 

Mr. Dixon. Well, I will answer that by saying that I think that 
with reasonably prompt action, the assoc iation might be able to come 
out whole, and I didn’t think so at the time. 

Mr. Ropack. You think it has reasonable prospects ? 

Mr. Drxon. I think there are. 

Mr. Rosack. Is this a change in your view? 

Mr. Drxon. It was. 

Mr. Rowack. Did you ever believe that they would take a really 
big loss ? 

Mr. Drxon. Did ITever think so? Yes, I did. 

Mr. Ronacx. Did you believe that at the time the emergency 
order was written ? 

Mr. Drxon. I certainly did. 

Mr. Ronack. But now you believe it has some reasonable chance to 
come out whole? 

Mr. Dixon. Possibly as a result of these offers. There are four 
corporate borrowers composed of the same people. There was never 
a time that I didn’t think two of these corporations had equities. I 
thought the other two were completely sour, and I thought at that 
time all any one corporate borrower needed to do was say, “Well, I 
will pay off these loans on the good ones, the others you can do with 
whatever you please.’ 

Very fr ankly, that was my thought at that time. 

Mr. Rosackx. And did you not at that time, or did you, consider 
whether an offer was available? 

Mr. Dixon. Well, at first the only offer, and it is still an offer that 
I can’t decipher—— 

Mr. Ropackx. You can’t figure it out? 

Mr. Dixon. I can’t figure it out, but the offer was made to the associa- 
tion and not to the fee owner. 

Mr. Ropackx. Was that offer made to the association when the 
association was getting some impression from the Board that it was 
dissatisfied with the status of the project and the loan ¢ 

Mr. Dixon. That was after the seizure. 

Mr. Ropack. The offer came after the seizure ? 

Mr. Dixon. Yes. 

Mr. Ropackx. You don’t know of any offer made before seizure ? 


Mr. Dixon. We knew of no offer, or at least I didn’t, let me put 
it that way. 


Mr. Moss. Mr. Wallhauser ? 


r. WatLuAuser. I have no questions. 
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Mr. Moss. Mr. Smith ? 

Mr. Smiru. I have no questions. 

Mr. Moss. Mr. Gregory, will you come forward ? 

You were served with a subpena requiring your presence before this 
committee at its meeting today, and you were requested to bring al] 
records and notes pertaining to the negotiations with the Federal Home 
Loan Bank Board. since June 1, 1860. 

Are you now prepared to respond to this subpena? 

Mr. Grecory. Yes, sir, I am. 

Mr. Moss. Well, I think we will swear you at this point. 

(Mr. Gregory was thereupon sworn by Mr. Moss. ) 

Mr. Moss. It will be unnec essary for you to testify today. How- 
ever, we will ask that you be here at 10 o'clock tomorrow morning 
for the resumption of these hearings in room 1302 in this buik ling, 
and the members of the Board I will ask to return tomorrow also. — 

The committee will now stand adjourned until 10 o’clock tomorrow 
morning. 

(Whereupon, at 4:50 p.m., the subcommittee adjourned to recon- 
vene at 10 a.m., Friday, August 26, 1960, in room 1302, New House 


Office Building.) 
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FEDERAL HOME LOAN BANK BOARD SEIZURE OF LONG 
BEACH FEDERAL SAVINGS & LOAN ASSOCIATION 


FRIDAY, AUGUST 26, 1960 


House or REPRESENTATIVES, 
SPECIAL SUBCOMMITTEE ON THE 
Home Loan Bank Boarp 
OF THE COMMITTEE ON GOVERNMENT OPERATIONS, 
Washington, D.C. 

The subcommittee met at 10 a.m., in room 1302, New House Office 
Building, Washington, D.C., Hon. John E. Moss (chairman of the 
subcommittee) presiding. 

Members present: Representatives John E. Moss, Chet Holifield, 
Neal Smith, and George M. Wallhauser. 

Also present: Herbert Roback, subcommittee staff; and James A. 
Lanigan, associate general counsel of the Government Operations 
Committee. 

Mr. Moss. The subcommittee will now be in order. 

I have been requested by Mr. Albert Robertson, Chairman of the 
Federal Home Loan Bank Board, and Mr. Dixon, that they be excused 
this morning in order to appear before a committee of the Senate 
in connection with the confirmation hearings of the most recent 
nominee to the Home Loan Bank Board, and the request to be excused 
has been granted. 

Mr. Gregory, would you come forward? Having been sworn 
previously, it will not be necessary that you be sworn. 


STATEMENT OF THOMAS A. GREGORY, PRESIDENT, LONG BEACH 
FEDERAL SAVINGS & LOAN ASSOCIATION 


Mr. Moss. Mr. Gregory, are you accompanied by counsel or any 
staff ? 

Mr. Gregory. I am not accompanied by counsel, Mr. Chairman. 

Mr. Moss. Mr. Roback. 

Mr. Rozacx. Mr. Gregory, will you tell the committee what hap- 
pened at the conclusion of its hearings in June with respect to 
negotiations with the Board, an item mentioned by Mr. Robertson 
in his letter to the chairman ? 

Can you hear me? 

Mr. Grecory. Yes, but not too well. 

Mr. Houtrrevp. Let’s change this arrangement; let’s bring the 
witness table up closer to the front. 

Mr. Ropack. Now, Mr. Gregory, Mr. Robertson testified yesterday 
that there were quite extensive detailed negotiations that went on. 
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Will you tell the committee, or give the committee your understanding 
of what the point and the pur pose of these negotiations were, whether 
there was any substantial coming together or meeting of the minds, 
whether there were any important unresolved i issues, the w: ay in which 
the negotiations progressed, the major difficulties that were encoun- 
tered, the reasons s, as you understand them, why they failed, or at 
least. resulted in a kind of open unresolved situation. 

Mr. Grecory. The discussions started with the Board almost imme- 
diately after the conclusion of the hearings by the committee, which 
started aggressively about July 5. At that time, I prepared an out- 
line of the subjects that we had discussed that we thought would be 
necessary to resolve in order to come to a settlement. 

The Board had been of the opinion the Insurance Corporation 
would have to be repaid, so that it did not take a loss; that the liti- 
gation would have to be settled in full; that whatever claims there were 
arising out of the present seizure would have to be resolved, in addition 
to the prior litigation. 

The association’s shareholders, on the other hand, should be pro- 
tected, and their rights considered in the manner of handling it, and 
in the first instance the outline embodied a reference to the con- 
gressional committee report as a basis of our discussion and as a basis 
of settlement, primarily taking into consideration two of the factors 
out of the report: One, that the association should be returned to its 
shareholders; and two, that the Insurance Corporation’s funds should 
be used to rehabilitate. 

Mr. Rogack. When you say “a reference to the committee report”, 
should the committee understand that you were attempting to reflect 
in the document of agreement the fact of the committee report and its 
recommendations ? 

Mr. Grecory. That is right, and it was for the purpose of showing 
the basis of discussions and the settlement. 

Mr. Ropack. Were you assuming that you were negotiating with the 
Board on the basis of the fact that certain recommendations had 
been made, and you understood that the committee wanted the Board 
somehow to carry them out; was that your understanding? 

Mr. Grecorry. The Board on the other hand said in the first instance 
they desired to carry out the committee recommendations. 

Mr. Rorack. You got that understanding from—— 

Mr. Grecory. From the Board. 

Mr. Ropack. Whom do you mean—all three members ? 

Mr. Grecory. Mr. Dixon, Mr. Robertson, and Mr. Hallahan. 

Mr. Rorwack. And as far as you know, certainly in the early stages 
of the negotiations, you were operating on the assumption that the 
Board in good faith was trying to work out some kind of response 
to the committee recommendations? 

Mr. Grecory. That is correct. 

Mr. Ropack. Is there any way we can document that by some kind 
of an interchange or statement or reference beyond your impression 
here? Was anything said in such a way that would give the com- 
mittee more affirmation of that? 

Mr. Grecory. In the first outline 

Mr. Rosack. By “the first outline” what are you referring to! 
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Mr. Moss. I think we might first establish how these negotiations 
were initiated. 

Mr. Grecory. I beg pardon, sir? | 

Mr. Moss. Who initiated the negotiations / 

Mr. Grecory. I was called—I did not initiate an original call. 
However, I do want to say this, that there were quite a number of 
savings and loan people in Washington who had been quite interested 
in getting the thing resolved for the benefit of the entire industry, and 
out of that group of people there were lots of conferences and there 
were quite a number of people that had discussed the matter with me 
and asked if I was willing to negotiate, as a result of which a confer- 
ence was set up. I did not initiate the call. I responded to a call. 

Mr. Ropack. You were going to tell us how you gained your under- 
standing that you were dealing with the Board on the basis of a 
mutual interest in responding to the recommendations made by the 
committee. ahi. 

Mr. Grecory. I had a conference with the Board on July 5, in 
the morning from 9:45 to 10 o’clock, with Mr. Dixon, and with the 
three members of the Board from 10 to 1. 

After that, I drew up an outline of what our discussions had been. 

Mr. Rogack. Was that a voluntary gesture, or was that part of 
the general understanding that you would put something on paper 
that had been talked about ? 

Mr. Grecory. I undoubtedly volunteered that I would attempt to 
do it, but somebody had to do it, and the question was asked how 
are we going to get this on paper now so we will have the points in 
writing to discuss, and I said I would attempt to do it, and they 
all acquiesced that I should, so I attempted to be the draftsman for 
the group and embody in the documents what our discussions had been. 

Our discussion had been in reference to: 

Whereas, a subcommittee of the Government Operations Committee of the 
U.S. Congress was appointed to investigate the Federal Home Loan Bank Board, 
and whereas such committee has held hearings and presented an interim report 
including findings and recommendations which report was adopted by said 
committee, to wit, Government Operations Committee of the United States, and 
whereas the recommendations of such committee are included by reference in 
this memorandum and agreement, and whereas it is the desire of the Federal 
Home Loan Bank Board to comply with such recommendations, and whereas 
such recommendations in item 6 of their recommendation the concerted and 
wholehearted effort of this Board to bring to a close the longstanding legal 
controversies with the Long Beach Federal by settlement and compromise, and 
whereas the management of said association has expressed a willingness to 
fully and finally conclude both the longstanding legal controversies and present 
and imminent legal controversy resulting from the appointment of supervisory 
agent in charge, and whereas it appears to this Board that it would be in the 
public interest and to the best interest and welfare of the savings and loan 
business, nationwide, to conclude such controversies, and whereas this Board and 
the association management have both expressed a willingness to make conces- 
sions and arrive at a common interest to protect the shareholders and the public 
by a mutually agreeable plan as hereinafter set forth. 

Mr. Rozack. Now, you were in effect putting down on paper and 
offering the Board an opportunity in a document to record its willing- 
hess to respond to the committee recommendations, generally 
speaking ? 

Mr. Gregory. That is as I understood their intention. 
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Mr. Rogsacx. And what kind of response did you get? Was there 
some feeling on the part of the Board that this was unnecessary, or 
did they go ‘along with it for some part of the negotiation ? 

Mr. GREcorY. “They went along with it in the first instance. They 
went along with it very well, at least there was no objection to it. Tf 
there was, it was not expressed. 

Mr. Ropack. Did there come a —_ when they objected to recording 
the committee’s role in this thing 

Mr. Grecory. Yes, they first ees it was set out in too much de- 
tail, and then we came down to 

Mr. Ropack. They wanted it to be an action of their own rather 
than a response to the committee, is that what was suggested ? 

Mr. Grecory. I did not get that in the first instance, but they thought 
it had been emphasized too much, so in a following agreement, it left 
off the various “whereas” clauses which I have read. 

Mr. Houirtevp. Mr. Gregory, do you mean in a subsequent proposal 
of an agreement ? 

Mr. Grecory. That is correct. Thank you, sir. 

The Federal Home Loan Bank Board hereinafter called the Board does hereby 
adopt the recommendations of the Committee on Government Operations of the 
U.S. Congress in its interim report adopted in the 86th Congress, 2d session, 
Report No. 2085, as policies of this Board. Such recommendations are incorpo- 
rated herein by reference and are a part of this agreement. 

Mr. Rosack. Now, that was a second formulation of that point? 

Mr. Greeory. That is right. 

Mr. Rorackx. And was that suggested by you, or was that suggested 
by any other member of the Board ? 

Mr. Greeory. This was the result of a conference in attempting to 
put down on paper what appeared to be the mutual understanding 
of the Board and myself. 

Mr. Ropackx. And was there a period of time in which the Board 
acquiesced, and negotiated on that basis of including that item as you 
read it? 

The committee is aware, Mr. Gregory, there are many pieces of 
paper here, so take the time you need to find each item. 

Mr. Grecory. In the fourth revision, in addition to the first out- 
line—that would be the fifth major document, all reference to the 
congressional committee was taken out. 

Mr. Rosack. And do you know who suggested that it be eliminated ? 

Mr. Grecory. It was I believe all three of the Board members, at 
least they were all present. 

Mr. Rorack. Were they acting on advice of counsel in that respect ! 

Mr. Grecory. I gained the impression they had discussed it with 
someone, and they expressed the desire that the matter be discussed 
on the basis of strictly merit as to what should be done or not done, 
and it be the voluntary action of the Board rather than there being 
any indication that a policy had been suggested. 

Mr. Ropack. When you say “voluntary action of the Board,” did 
they attempt to define some kind of procedurai justification for this 
effort ? 

Mr. Grecory. At a later point. 

Mr. Ropack. At a later point. At what point? Do you have any 
notation 4 
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Mr. Grecory. It was on July 27, 1960, they came up with an addi- 
tional point of justification, and referred to section 547.6 of “Rules 
and Regulations for Federal Savings and Loan System,” and par- 
tic ularly toa paragraph, or a part of a paragraph, and I will read the 
part that was discussed. 

547.6. The appointment of a conservator or receiver in hearings. Any 
interested party may at any time prior to the date fixed for hearings submit for 
consideration facts, arguments, offers of settlement, and proposals of adjustment. 

Mr. Ropack. So somewhere along the line, the Board preferred, 
rather than to rest this negotiating document on recommendations of 
the committee, it preferred to cite justification from its own rules and 
regulations ‘ 

Mr. Grecory. That is correct. 

Mr. Ropackx. And that was embodied in the agreement and no 
longer an item in controversy ? 

Mr. Grecory. It was embodied in the proposed agreement drawn 
by the Bank Board attorney. 

Mr. Rosack. The Bank Board’s attorney. Was that an alternative 
agreement ? 
~Mr. Grecory. Submitted as such. 

Mr. Rosack. At what point in the proceedings did that emerge? 

Mr. Grecory. The first time I saw it was on the 27th of July. 

Mr. Rosacx. And why did—how did this come about? Was this 
a case where, after negotiating for some days and discussing items 
which went into various proposed agreements, the Board thought 
maybe they should start anew by letting counsel come in? Was that 
the idea ? 

Mr. Grecory. There was the attempt to do so. 

Mr. Ropacx. And who were counsel that proposed to formulate the 
terms ¢ 

Mr. Grecory. Mr. Wilfand, I understand it to be. Mr. Creighton 
was in some of the conferences for limited periods—not extensively. 

Mr. Rosack. Were the conferences mostly conferences individu: ally 
with the Board members—that is w ith the Board members not accom- 
panied by counsel of theirs or yours? 

Mr. Grecory. Primarily, yes. They were between the three Board 
members and myself. At one occasion they asked if I would object 
for them to bring in Dr. Husband representing the Insurance Corpo- 
ration, and I did not object, so he came in for a discussion, and did so 
several times afterwards. 

They asked if I would object to Mr. Creighton answering a legal 
question for them, and I got permission of our legal counsel that he 
could come in and discuss the matter without there being embarrass- 
ment, so that it complied with the protocol of lawyers. 

Mr. Ropacx. The main sense and the main drive of this effort was 
that this would be a discussion and a conference among the principal 
parties, not either by the supervisory staff or the legal experts? 

Mr. Grecory. That is correct. 

Mr. Rosack. The main effort was to get some kind of common- 
sense, businesslike meeting of the minds? 

Mr. Grecory. That was the attempt to do so. Mr. Robertson ob- 
jected to the redraft ing of the agreement. 
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Mr. Rozack. Excuse me—you mean redrafting by his lawyer? 

Mr. Grecory. That is correct. 

Mr. Ropsack. After the laywer came in and he read it, he didn’t 
like it? 

Mr. Grecory. Well, prior to that the question of whether it should 
be redrafted or not. 

Mr. Rozsack. Well, let me ask you this, Mr. Gregory. Did this 
legal formulation come in at a time after considerable effort and sue- 
cessive discussions and formulations had been made ? 

Mr. Grecory. Yes, it came in after we had agreed, or at least under- 
stood what each person’s contentions were, and I think substantially 
agreed on the terms, the elements, and on the wording, except in ; 
paragraph or two. and on the wording of an agreement. 

Then the question came where someone advised the Board that the 
lawyers should have drawn the agreement for them. I contended 
that that was not necessary, that Mr. Hallahan was a lawyer, Mr. 
Dixon was a lawyer, and we got more lawyers—if we got more I: awyers 
involved it would be an attempt to renegotiate the thing all over 
again, that Long Beach Federal had already made suffic ‘ent conces- 
sions, maybe beyond what they reasonably should, and if we had an 
additional staff to come in to attempt to renegotiate Long Beach Fed- 
eral further it would destroy the opportunity to arrive at a com- 
promise. 

Mr. Houtrrevp. Mr. Chairman, I would like to establish at this time 
something that I think the record should show. 

I think the witness should give to the committee the dates and 
times and numbers of conferences that were held from July 5 until the 
conclusion, in chronological order. We are talking about various 
conferences without knowi ing how many conferences there were, when 
they were held, and of what duration those conferences were. 

I understand that between July 5 and July 27, when the so-called 
lawyers’ proposed agreement came into the scene, that you did have a 
number of daily conference es, or repeated conferences, and I think that 
the record should show how many conferences you had, by date, and 
how many hours were employed in the attempt to reach an agreement 
by you and the three members of the Board prior to the introduction 
of lawyers’ proposed agreement. 

Do you have a chronology ? 

Mr. Grecory. I have a chronology from July 2 to and including 
July 31, and I have a memorandum of some additional conferences 
on August 1 and 3. 

Mr. Houirtevp. All right, will you read it into the record, so we will 
know what type of conferences and how many and so forth we are 
talking about? We are jumping to the end of the story rather than 
to progressively put on the record what happened. 

Mr. Grecory. I talked to Mr. Dixon on July 2 from a ” to 1:30, 
Mr. Wells talked to Mr. Dixon on July 3 from 10:30 to 1: 

Mr. Hottrteitp. Mr. Wells is your aderatent ¢ 

Mr. Gregory. He worked for me, yes, or with me. 

July 5 I talked to Mr. Dixon about 15 minutes before the main 
conference, and then with the Board members from 10 to 1, and from 
2 to 6. 


_— 


Be 


co 
to 
wl 


me 
co 


wl 
in 
to 


6 


al 


— 


ee, ae ee a 


we 


Ow 


LONG BEACH FEDERAL SAVINGS AND LOAN ASSOCIATION 1189 


Mr. Hoxirieip. Now, did these meetings take place in their offices? 

Mr. Grecory. Yes, sir, in one office or the other of the various 
Board members. 

Sometimes we met in one office, sometimes in another office. 

Julv 6, I met with Mr. Dixon about 15 minutes before the main 
conference, and then with the main Board from 10 to 1, and I neglected 
to say on that July 5 that was the outline or the first draft of any 
written document. 

Mr. Hortrieip. Now, you speak of meeting with Mr. Dixon ‘oS to 
meeting with the other members of the Board. Was this with full 
cognizance of the Board that you met with him ? 

Mr. Grecory. I am sure it was, and I think the way it occurred 
when I went over, he was available, and then he j just called the ities 
in. the other members in, and it would take al ai ths it long for them 
to get together. I a that 1s pro Ibably the way it | hap} ened. 

Mr. Hortrrerp. Go right : head. 

Mr. Grecory. On July 6, suppl mental papers were furnished em- 
bodving the changes that had been discussed at the previous meeting. 

On July 7 there was another draft or supplemental papers that were 
furnished. 

On July 7 we conferred from 2 in the afternoon to 5:30, 

Mr. Horrrterp. Each one of these drafts you presented was an 
attempt to put down in writing subsequent ideas of the Board and 
yourself, and in each instance to bring forward in a chronological, 
documentary way the areas of agreement which you had reached or 
were trying to reach ? 

Mr. Grecory. That is correct. 

We conferred on Friday, July 8, from 2:50 to 5 p.m., and from 
6 to 7 p.m. 

On July 11, from 3 to 6 p.m., on July 12 from °:30 to 6:30 p.m., 
and a new supplemental document was furnished at that point embody- 
ing the discussions of the prior meetings. 

On July 30—— 

Mr. Hortrtetp. Now, may I ask you there, you at that time had 
drawn up a fairly firm understanding or agreement which seemed 
to be fairly satisfactory to you and to the Board, is that right ? 

Mr. Grecory. At least a workable agreement. I thought I was 
making too many concessions, that perhaps the Long Beach Associa- 
tion was not being cared for as much as it should be, but it was still 
a basis upon which it could exist and resolve the matter. 

Mr. Ropack. In any event, you would have to get ratification by 
the shareholders? 

Mr. Grecory. No, we would have to get ratification by the share- 
holders’ committee. There are two methods of ratification. 

One of them, if we had originally compromised prior to the seizure, 
where we were giving away ‘the association’s claims against the San 
Francisco Bank, the Home Loan Bank Board, Mr. Ammann for his 
failure to account for assets, and against Mr. Ammann’s bonding 
company, where we would have given those away without considera- 
tion. We always took the position that we could only do so if we 
gave notice to the shareholders, and gave them an opportunity to 
come in and object. 
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The procedure that we had considered for that was requesting a 
court to issue an order to show cause so that any objecting shareholder 
would have his day in court, and that had been pretty generally the 
discussions over the several years when we attempted to compromise 
the matter. 

Mr. Ho.irtevp. And you did this for the purpose of protecting the 
association and the Board members, individu: ally, against claims for 
damages by the shareholders? 

Mr. Grecory. And to prevent there being different groups of 
shareholders suing each other because one thought one thing would 
be proper and another, another. 

Mr. Houtrreip. In other words, you were advised by your attorneys 
it was necessary to proceed in this manner in order to keep a clear 
record and a clear and unencumbered control of the assets of the 
association ? 

Mr. Grecory. That is correct, and also for the purpose had we 
agreed to compromise with Ammann’s bonding company and Mr. 
Ammann, the San Francisco Bank, and the Home Loan Bank Board. 
Unless we did something of that particular type, there was nothing 
to prevent another shareholder’s group turning around and suing, 

Mr. Ho.trrerp. In other words, you were in essence making an 
attempt to quiet title? 

Mr. Gregory. That is correct, everybody should have their 
opportunity. 

Now, our lawyers advised me in connection with this matter that 
we were in a different position, in that one of the elements of the 
proposed agreement was that the Insurance Corporation purchase 
50, 55, or 60 million dollars’ worth of loans as was required by the 
formula, purchase those loans with an agreement the Insurance Cor- 
poration receive 3 percent interest. Their average rate of interest 
I am told is 0.285, so we agreed upon the 3-percent rate, and all 
interest above that, which we call differential interest in our agree- 
ment—all interest above that should go to the association for certain 
purposes, among the purposes to compensate it for the claims it was 
giving up; so in this instance it was not giving away the claims or 
forfeiting them without consideration, and therefore the board of 
directors had a right to bind the shareholders. 

We did take the precaution, however, of submitting the proposed 
agreement, as we arrived at a substantially close basis of agreement. 

We did take the precaution, however, of submitting those agree- 
ments to the now organized shareholders’ committee, and their own 
separate counsel, and asked them to approve the agreement as a 
condition of our proceeding with it. 

Mr. Hourrrevp. And did they from time to time signify approval 
of these different points? 

Mr. Grecory. Yes; they did. Their lawyers for the committee 
acquiesced in it, and at one point we were close enough to a settle- 
ment, we thought, that the board of directors of Long Beach Federal 
convened and approved the contract. 

Mr. Rorack. Is that later in the chronology ? 

Mr. Gregory. That is later in the chronology ; ; yes. 

Mr. Hoxtrreip. Now, my original line of inquiry was to establish 
that you had what you thought - was substantial agreement, but there 
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did come a time when what was known as a supplemental agreement 
was presented to the original agreement 4 ' 

Mr. Grecory. Oh, there were several supplements to the various 
agreements as we came down through, Mr. Holifield. 

Mr. Houtrretp. And each one of these supplemental agreements 
was in fact to be considered as part of the total agreement ? 

Mr. Grecory. A part of the agreement to which it related. 

Mr. Houirretp. And the cause of these supplemental agreements 
was continued attempts or continued areas which needed to be ex- 
plored and a meeting of the minds obtained in these areas, either at 
your suggestion or at the suggestion of the Board members? 

' Mr. Grecory. That is correct. 

On Wednesday, July 13, we did not have a conference except by 
telephone, and then I delivered personally to the Board a one-page 
revision of the prior agreement that had to do with the settlement 
of the San Francisco Bank which they had requested that I do. 
That was primarily Mr. Hallahan. 

On July 14, the conference was from 3:30 to 6 :30 

Mr. Rosack. Mr. Gregory, you made a comment about the San 
Francisco Bank, which presented an amendment. Was that pre- 
sented by Mr. Hallahan ? 

Mr. Grecory. It was requested by him. I prepared it. 

Mr. Ronack. He requested that a certain amendment be formulated 
with regard to the San Francisco Bank? 

Mr. Grecory. That is correct. 

Mr. Ropack. Can you tell us at this point what that was? 

Mr. Grecory. Yes. The prior agreements, proposed agreements, 
had embodied the payment of the claim of the San Francisco Bank 
up to the amount of the principal they claimed in the original notes, 
plus interest as provided in the original notes to be paid upon the 
condition that they returned to the Long Beach Federal the $5,300,000 
of bonds that they claimed to have appropriated to their own use, 
and the various interest coupons thereon, or credit therefor, and the 
stock dividends that had accrued on the stock owned by the association 
which it has not received. 

Mr. Ropack. This was a question of settling the pending—the 
issues in the pending litigation. 

Mr. Grecory. That is right. 

Mr. Rosack. And did that include attorneys’ fees ? 

Mr. Grecory. In the original instance, it did not—in the original 
instance. 

Mr. Rogack. What do you mean by “the original instance”? Do 
you mean in the earlier negotiations ? 

Mr. Grecory. In the earlier negotiations. 

Mr. Rogzack. In the first presentation by Mr. Hallahan? 

Mr. Grecory. I beg pardon? 

Mr. Rosack. In the first presentation by Mr. Hallahan? 

Mr. Greeory. Well, we never had a written presentation; it was 
all suggested. 





Mr. Ropack. He made suggestions? 
Mr. Grecory. He made the suggestion. He was not satisfied with 


the amount of offer that the Long Beach Federal was making to the 
San Francisco Bank. 
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Mr. Rosack. Did he emerge in the course of the negotiations ag. 
you might say, the spokesman of the San Francisco Bank? 

Mr. Greeory. Yes. 

Mr. Rozsack. Did he undertake, you might say, to represent the 
bank at these negotations; would that be a fair characterization? 

Mr. Grecory. If he had been their own attorney, I do not belieye 
he would have been as aggressive as he was. 

Mr. Rorackx. Do you mean he asked for more than you would 
think the bank’s own attorneys would ask for ¢ 

Mr. Greoory. Yes; I do. 

Mr. Ronack. In what respect, particularly ? 

Mr. Grecory. Well, in the various negotiations that we had had 
to settle prior to the seizure of the company, the formula that I 
have just mentioned had been always considered as a formula that 
we would settle upon, but the San Francisco Bank had not. agreed, 
They wanted some costs and attorneys’ fees, and that had been a 
controversial matter. 

In the discussions between our own association’s attorney and the 
San Francisco Bank’s attorney, the discussions had been in the area 
of $100,000 to $200,000. 

Mr. Ronack. Attorneys’ fees? 

Mr. Grecory. Legal fees and court costs. We had contended that 
it would be impossible for them to get anywhere near that amount of 
fee if they went to court and had a judge adjudicate it, and that even 
the $100,000 was excessive, but there had been an indication, first, on 
maybe $200,000, and then a discussion of $150,000, but nothing had 
been resolved. 

The association itself had not wanted to go above $100,000, if that 
much. 

Mr. Hallahan insisted that we make an offer, as he put it, “so big 
that the San Francisco Bank can’t refuse to take it,” that there would 
be no controversy. 

Mr. Ropack. Make them happy. 

Mr. Horirtetp. Now, Mr. Gregory, you have spoken of the attorneys 
for the San Francisco Bank. You are referring now to attorneys 
who represented the San Francisco Bank in previous litigation with 
your association ? 

Mr. Grecory. That is correct. 

Mr. Hortrtetp. And what are the names of those attorneys ? 

Mr. Grecory. Mr. Angell, primarily their spokesman, Mr. Dusen- 
bery, and Mr. Hoffman, from three different law firms. 

Mr. Hortrretp. Which at one time or another had represented the 
San Francisco Bank in litigation with your association ? 

Mr. Grecory. In combination, they had. 

Mr. Hortrrecp. You gave the name of Angell. What is his full 
name? 

Mr. Grecory. Phillip Angell. 

Mr. Houirterp. Now, is this the same Phillip Angell that distributed 
derogatory information against Congressman King at a previous time! 

Mr. Grecory. It is the same person. 

Mr. Hortrretp. And caused Congressman King to step down from 
his position as chairman of a certain tax investigation committee and 
ask his committee to investigate those charges ? 
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Mr. Grecory. It is the same person. ' 

Mr. Hoxir1ecp. The same person. And did the committee investi- 

ose charges 4 

ot. Grecory. They did investigate them, and Mr. Angell, when 
he was called to testify before the committee, disavowed the intention 
of conveying the information that the documents he had spread did 
onvey. 
y HouirieELp. These documents were, as I remember, going back 
to the previous congressional records, these documents were of such a 
nature that they imputed unethical practices to Mr. King; were they 
not ? 

Mr. Grecory. That is correct. 

Mr. Houirtecp. And they were distributed secretly to certain Mem- 
bers of the Congress, and certain Members of the Congress, including 
members of Mr. King’s committee, had these so-called derogatory 
documents, or white papers, as they have been referred to in other 
cases ¢ 

Mr. Grecory. I will label them, sir, false statements. 

Mr. Houirrep. They had these for several weeks or months prior 
to the publication of them? 

Mr. Gregory. Yes, sir. There had been an attempt to create a con- 
spiracy to character-assassinate Mr. King without his knowledge. 

Mr. Horirtetp. Now, what was the final result of the investigation 
of Mr. King’s committee under the temporary chairmanship of Judge 
Combs of 

Mr. Grecory. Judge Combs of Texas; yes, sir. 

Mr. Houirretp. Now, did they make findings? 

Mr. Grecory. They did make findings. 

Mr. Houtrtetp. Were those findings printed ? 

Mr. Grecory. They were. 

Mr. Horirretp. And did they exonerate Mr. King from any un- 
ethical practices ? 

Mr. Gregory. Completely. 

Mr. Houtrrecp. And did Mr. Angell appear before that committee 
and apologize for the circulation of those documents and declare it 
was not his intent to cause damage to Mr. King? 

Mr. Grecory. That is correct. 

Mr. Houirretp. Now, this same Phillip Angell, then, is the attorney 
involved in these particular references that you are making at this 
point ? 

Mr. Gregory. That is correct. 

Mr. Houirtecp. And you have testified in your opinion an adjudi- 
cation of those fees by a court would be less than $200,000? 

Mr. Grecory. It is our impression, and my legal advice that they 
will be less than $100,000. 

Mr. Hoirterp. And what did Mr. Hallahan request that you ask 
for, or that you bind your association to pay to these particular 
attorneys ? 

Mr. Gregory. As a result of the conference, we included the figure 
of $300,000. 

Mr. Ropacx. What was the total maximum figure? 

Mr. Grecory. Of the total settlement ? 

r. Rosack. No; in the course of the discussion. 
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Mr. Grecory. We included in the proposed contract $300,000, 
That did not seem satisfactory. There were extended discussions 
over a period of quite a time on it, and finally I agreed that the associa. 
tion should consider an additional $100,000 if the board of directors 
of the San Francisco Bank turned this down. 

Mr. Hortrrevp. In other words, you finally agreed, in order to 
obtain the settlement, to include as a future obligation of your associa- 
tion up to $400,000 in the payment of the attorneys’ fees to Mr. Phillip 
Angell, and others? 

Mr. Grecory. Not exactly, Congressman. 

Mr. Hotirtetp. Would you please — that? 

Mr. Grecory. We agreed to include $300,000 for the payment of 
attorneys’ fees and court costs, and the additional $100,000 to the San 
Francisco Bank for whatever purpose it wanted to use it. 

Now, whether or not that would be for attorneys’ fees or other. 
wise, I don’t know. There was quite a long discussion over it. Mr, 
Hallahan never came out and directly requested I put it on the 
attorneys’ fees : amounts, but it was my impression that that is what 
the last 2 or 3 days’ discussion on that particular point was intended 
for. 

Mr. Hortrrevp. Well, I find this rather strange that you discuss 
and apparently come to some meeting of mind at least with two 
members of the Board as to attorneys’ fees at a figure of $300,000— 
am I right in that ? 

Mr. Grecory. At least I am under the impression they had agreed 
on it. 

Mr. Hourrrerp. And then Mr. Hallahan suggested another $100,000 
be added to that for purposes which were not disclosed ? 

Mr. Grecory. Just as a part of the additional offer of settlement, 

Mr. Houtrteip. As part of the additional offer to settle? 

Mr. Greeory. That is correct. 

Mr. Hourrrerp. Did Mr. Hallahan seem to be very aggressive in 
making these suggestions? 

Mr. Grecory. Very aggressive on this point. 

Mr. Houirtey. Did he seem to be unyielding on this point? 

Mr. Greeory. Unyielding is correct. 

Mr. Howrey. Did the other members of the Board join with 
him in this aggressiveness, and in this request ? 

Mr. Grecory. They joined in the request that it be large enough 
to settle without any question. I gained the impression they pri- 
marily joined in with it because of Mr. Hallahan’s insistence that 
it be done. 

Mr. Rosack. You spoke about the lawyers for the bank. Is Mose 
Silverman one of a lawyers for the bank, do you know ? 

Mr. Grecory. I do not know. He is connected with the law firm 
there, and I understand—I have been told that he is in the law firm 
with Mr. Angell now. 

Mr. Ropack. He used to be counsel for the Board, or one of the 
counsel for the Board that was involved in the various litigations! 

Mr. Grecory. Yes, he was a counsel to the Board in the first seizure, 


and for quite a number of years represented the Home Loan Bank 
Board. 
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Mr. Ropacx. I am going to ask you a question as a layman, and 
if you don’t feel competent to answer, please state so. 

What is your understanding about the right of employees, legal 
employees of the Board, to accept without any time limitation a 
role as counsel for one of the regional banks? 

Mr. Grecory. Are you asking me if there is any regulation on it? 

Mr. Ropack. Do they have to wait for 2 years, for example, if they 
leave the Board—do you know? 

Mr. Grecory. I have been unable to find any regulation that re- 
quires him to wait 2 years. That has been one of the legislative pro- 
posals that I have been a proponent of for quite a number of years, 
but I am confident it is not a matter of law yet. 

Mr. Horirretp. Mr. Gregory, in exploring this additional $100,000 
with Mr. Hallahan, was there ever at any time a statement on his 
yart as to what this would be used for? 

Mr. Greoory. We arrived at $100,000 on the basis that if the San 
Francisco bank considered their conversion of the bond as legal, and 
took every advantage of every facet of interest and date calculations, 
that the total amount that they could collect under any condition 
could not exceed approximately $100,000. 

Every concession was made without any regard for the rights of 
the Long Beach Association at all. 

Mr. Houirrerp. Your original contest on this $5,300,000 worth of 
bonds was that it was unlawfully taken by the conservator, Mr. 
Ammann, and unlawful procedures were made in selling these bonds. 
Was that your contention in court? 

Mr. Grecory. Yes, sir; we had several contentions, one that the 
creation of the obligation was illegal, that the notes were signed in 
blank and filled in afterwards in violation of regulations, that there 
was not adequate consideration for the loans, that the association had 
made a tender, a full tender into court in 1948 during the period the 
Los Angeles bank was contesting the right of the San Francisco bank, 
and had made a cost claim upon the Long Beach Federal, so that we 
had two people claiming payment. 

We had made a tender into court at that point, and we believed the 
law to say that when you make such a tender it is a discharge of the 
obligation so far as any future interest or any future attorneys’ fees 
are concerned. 

The San Francisco bank some years later, in 1952 or 1953, sued the 
Long Beach Federal to attempt to recover, and again the Long Beach 
Federal made a tender into court of a $7 million cashier’s check which 
is still intact, and it was a continuing tender up at least to the time of 
seizure, if it isn’t yet, for the full payment, and it was our contention 
that from the time that tender was made and rejected by the San 
Francisco bank as well as the first entry, that the bank had lost their 
lien rights, if they ever had any, upon the association’s securities. 

The California law provides that when you make such a tender, 
all of the incidents are released, the incidents being collateral. 

Mr. Houirtetp. Was this tender made at par value on the bonds? 

Mr. Grecory. At this point it was not only par value for the bonds, 
but it was the entire demand of the San Francisco Bank. Whatever 
the demand was, we took the maximum amount and offered to pay 
it into court. 
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Now, following that, after they had twice lost any lien rights if 
they had any on the bonds, pursuant to our law, and had still refused 
to return them to us, we were entitled to an interest rate for the 
withholding of our collateral which had not been paid, and in addition 
to that we had heard that the San Francisco Bank was contemplating 
making a sale or a conversion of the bonds, and we wrote them and 
made a firm offer to purchase at par or above at any sale that they 
would hold. ; 

The San Francisco Bank nevertheless in the face of that offer, and 
in the face of two prior tenders upon which they lost their lien rights 
and did not have a right to sell the bond—in the face of those three 
elements, any one of which would have prevented a sale at a discount, 
nevertheless converted bonds to their own portfolio at more than 
$400,000 less than the cash offer. 

Mr. Houirtetp. So in making the concession on this particular 
point in litigation, you felt that you were making an important con- 
cession, a concession on a matter which had never been allowed by 
the Board to come to a test on its merits in a court of equity. 

Mr. Grecory. No, sir; we had never been able to get to trial on the 
merits. We had aeatoal at a position, however, on the San Francisco 
Bank’s lawsuit which in our view is one of the impelling factors for 
the seizure of the association. 

We had arrived at a point where Judge Maltby had ruled that 
unless the San Francisco Bank had exhausted its administrative 
hearing before the Home Loan Bank Board prior to the instigation 
of its action in 1952, I think is the date, unless it had had an adminis 
trative process prior to that date, that the complaint of the San 
Francisco Bank for recovery was without merit, and should be dis- 
missed without leave to amend. 

Mr. Hourrietp. And so this placed the San Francisco Bank in the 
position of having to use the Administrative Procedures Act on this 
particular point ? 

Mr. Grecory. They should have, according to Judge Maltby, 
used it prior to the instigation of the suit, which he ruled was the law 
of our case, pursuant to Justice Bone’s decision that it was applicable 
to all arms of the Federal Home Loan Bank, and if they had not so 
done, they had no right to be in court. 

Mr. Hotrrienp. Did this place the San Francisco Bank in a 
dilemma ? 

Mr. Grecory. It placed them in a very untenable position in the 
sense that they did not have a right to sell the bonds. It sustained 
the fact it was an illegal conversion of the bonds. 

Mr. Houirteip. Now, did they make any attempt to have an admin- 
istrative proceeding on ‘this point ? 

Mr. Grecory. There was no administrative proceeding held. 

Mr. Hoxtrretp. And did the subsequent seizure of your institution— 
and I am speaking about the latest one—did that in effect solve their 
dilemma for them ? 

Mr. Grecory. They attempted to make it solve it. One of the first 
moves was an attempt to dismiss the association’s lawyer : and substitute 
their own attorney so that they in effect would be suing themselves. 

Mr. Houtrretp. What did the court say to that ? 
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Mr. Grecory. The court refused to do so. It said it was not equi- 
table, and the court would hear no more of it, in substance. I read that 
testimony, I believe, in the prior hearings. 

Mr. Houtrrecp. Yes; I recall that. 

Mr. Grecory. The substance was, it was not equitable and the court 
would not be a party to it. 

Mr. Hotirretp. So in making this concession in this proposed agree- 
ment, the concession of withdrawal of association’s claims, you felt 
that you were making a substantial concession and that it would 
in effect wipe out all of the litigation in regard to the $5,300,000 loan 
or bond item, and the subsequent earnings of interest which you had 
claimed in your pleadings in court. 

My question is whether you considered that you were making a sub- 
stantial concession ? 

Mr. Grecory. The concession was so great that I didn’t think that 
I could go back and justify it to the association’s shareholders without 
some justification for it, and as a result of making the concession, it 
was included in paragraph 4 of the proposed agreement, item F, 
where it was authorized that the amount of attorneys’ fees and costs 
paid the San Francisco Bank to settle the San Francisco litigation 
should be included and the association is hereby authorized to charge 
toand carry as an investment within the agreement the following, and 
that is one of the items, so that in effect the association would be 
recovering, or construe its recovery out of the interest differential 
the amount of concession we made on the fees. 

I felt so strongly on it 

Mr. Hourrrerp. Not that you made on fees, now 

Mr. Grecory. The interest differential which we were to receive 
in the future would be a partial offset to the attorneys’ fees paid to 
the San Francisco Bank. I felt so strongly 

Mr. HortrteLp. So by receiving this money, as part of your agree- 
ment, by the payment of 3 percent to the Insurance Corporation, and 
the collection of the differential, whatever it might be, you would 
impound this in a separate fund and you would eventually, from 
that fund, hope to pay off these San Francisco Bank Board attorneys’ 
fees which might run up to $400,000, is that right? 

Mr. Grecory. We could reimburse the association for the amount 
that would be paid at the time of settlement and amortize it out of 
those fees over a 5-year period. 

Mr. Hoxtrtevp. So the up to $400,000 fee would be, in effect, paid in 
cash ? 

Mr. Grecory. That is correct. 

Mr. Hoxtrrevp. At that time, but later on amortized by the dif- 
ferential in interest? 

Mr. Grecory. That is correct. 

Mr. Hoirretp. And you would also take on yourself the burden of 
servicing the loans, you would take upon yourself or the association 
the burden of continuing servicing of the loans which the association 
has? 

Mr. Grecory. That was part of the proposed agreement, the associ- 
ation take the responsibility for servicing the loans. There were 
other things for which that differential in interest was to be used also, 
as we will develop. 
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Mr. Houtrteip. And so you state to this committee th: at Mr. Hal- 
lahan was the member who aggressively pursued the up-to-$400,000 fee 
for the San Francisco Bank attorney ¢ 

Mr. Grecory. That is correct. 

Mr. Horirrerp. Mr. Angell and his associates ? 

Mr. Grecory. That is right. 

Wednesday, July 13, is when we submitted to the Board the supple- 
ment with reference to the San Francisco Bank, and then on the 
14th there was a new rough draft in connection with the San 
Francisco Bank which embodied not just the formula for settlement, 
but embodied the estimated figures. 

On July 15 

Mr. Ho.irretp. Now, in the 14th meeting, Mr. Husband for the 
first time comes in as part of the conference, is that right? 

Mr. Grecory. That is correct. 

Mr. Houirtecp. And what was the reason for bringing in Mr. 
Husband ? 

Mr. Grecory. The statement was that since Mr. Husband was man- 
ager of the Insurance Corporation, that he should be consulted, 
considering that there was that amount of money being considered 
to be paid out of the Insurance Corporation, or the C orporation was 
to be repaid for the loans it had already made by the tranfer of 
loans, so that. he should be consulted in connection with it so that 
we would all have an understanding as to what the procedure was, 
and if he had any questions, he could raise them. 

Mr. Houtrretp. Now, did Mr. Husband approve of this procedure? 

Mr. Grecory. He raised a question. 

Mr. Horirretp. Did he raise objections, or did he refuse to go along 
with it ? 

Mr. Grecory. There were two sections of the amount of money to 
be advanced by the Insurance Corporation. One was the amount 
that they would have advanced to the representative in charge, and in 
addition to that, the amount they would advance to leave the associ- 
ation with a cash liquidity. 

The cash liquidity was first considered at $20 million, and then as 
the association reduced in size, we finally conceded that it be reduced 
to $15 million, so there were two elements of an advance from the 
Insurance Corporation to the association—one was for the purpose 
of having paid the withdrawals up to the point of redelivering the 
associ: tion to management, and the other was to increase its liquidity 
up to a minimum amount. 

Dr. Husband took the position that the Insurance Corporation did 
not have the right to advance the funds to rehabilitate the liquidity. 
IT think his position was that if they were returning the association, a 
default wasn’t imminent, and the only time they could advance funds 
w a when there was a default, or default was imminent. 

I disagreed with Dr. Husband on the point. I said that as they were 
conducting the association as it then was, and they were then conduct- 
ing it, it would be difficult for anyone to come to the conclusion default 
was not imminent, and unless there was a change of conduct, it was 
imminent, but that maybe since he had come to -that conclusion that 
we should alter the proposed agreement to provide that the funds be 
advanced to the representative in charge prior to the return of the 





\ 
\ 
hin 
‘7J 
anc 
was 
un 
in 
Col 
tha 
an¢ 
it t 
res! 
ma 
vie 
} 
jud 


md eet et 


lat 


ed eed bee 


an 
aft 
ber 


a 


We 


mM 
ass 
tio 


to 
he 
ob: 


tin 
tin 


leg 
th 


e 


ie 


LONG BEACH FEDERAL SAVINGS AND LOAN ASSOCIATION 1199 


association, so the agreement at that point was changed to provide 
that the funds be there providing that liquidity upon restoration. 

There was one ot her point. 

Mr. Houirizip. Now, what did Dr. Husband say to that proposal ? 

Mr. Grecory. He did not object to it; at least, I did not understand 
him to object to it. 

There was one other point that I discussed with him at the time, 
and I pointed out that the Savings and Loan Insurance Corporation 
was a defendant in prior litigation, a substantial defendant, and that 
undoubtedly it would have claims as a result of the present seizure 
in multimillion dollar proportions, that I thought the Insurance 
Corporation had a lability, and that it had a loss that was imminent, 
that the Insurance Corporation was a sue-and-be-sued corporation, 
and as such it could settle on whatever basis that a court could direct 
it to settle, and even have a trial, and I did not think they had a 
restriction, a technical restriction that would prevent them from 
making a settlement to prevent a loss which was imminent, in my 
view, as it now stands. 

Mr. Houirtevp. In other words, if they used their administrative 
judgment on this matter, that could be sustained by a court ? 

Mr. Grecory. That is correct. 

Mr. Houtrtevp. In the case of contest ? 

Mr. Grecory. That is correct. 

Mr. Houirierp. Now, you were talking—this was along in the 
latter part of July? 

Mr. Grecory. July 14. 

Mr. Horirtevp. The 14th of July. 

Now, I have a statement here on my desk which shows that the cash 
and bonds unpledged as of the date of seizure was $20,309,943.35, and 
after seizure, on July 31, 1960, $7,449,618.45, showing in round num- 
bers a depletion of liquidity of $13 million. 

Isthat, as far as you know, correct ? 

Mr. Grecory. Yes, sir. 

Mr. Houtrrevp. And this attempt to regain liquidity on your part 
was part and parcel of your thinking in this conference with Mr. 
Husband on Thursday, the 14th ? 

Mr. Grecory. That is correct. The necessity to rehabilitate the 
association would show the people in the community that the associa- 
tion was in a position to transact business again. 

Mr. Horirrerp. As far as you know, Dr. Husband had no objection 
to the restoration of liquidity prior to turning the association back, and 
he did not at that time nor since that time apprise you that he had 
objections ? 

Mr. Grecory. He has not apprised me. 

Mr. Horirterp. Did any member of the Board apprise you at that 
time, or subsequently, that he did have objection to it ? 

Mr. Grecory. Not that Dr. Husband had. They said since that 
time, some of the legal staff questioned it. On the other hand, the 
legal question is coming forth—I asked what it was, each time, and 
there is no basis for the objection so far as I know. 

Mr. Hourrteip. Was this point brought up in the lawers’ agreement 
which you will get to a little later? 
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Mr. Grecory. It was provided for substantially as I have outlined 
here that the forms be furnished. 

Mr. Ho trrevp. So that in the final draft of the lawyers of the 
Board in substantial measure this arrangement was approved? 

Mr. Grecory. Insofar as the procedure, that is correct. 

Mr. Houtrtevp. All right, proceed. 

Mr. Grecory. I had a conference on July 15 with Mr. Dixon and 
Mr. Hallahan, and on July 18 I did not meet with the Board. 

Mr. Ho.irretp. Now, you have some notations on this chronology, 
which you presented to the committee, on Friday, the 15th. 

Will you explain what that means? You have “no new papers” out 
at the side. This means no new supplemental agreement or anything 
was evolved at that meeting? 

Mr. Grecory. That is correct. 

Mr. Houtrrecp. And then you have a phone call from yourself to 
Mr. Dixon. 

Mr. Grecory. Yes, sir, I thought we had arrived at a point where 
the Board should come to a conclusion whether we should agree or not, 
and that we should bring the thing to an issue, and we talked about 
whether or not I should stay any longer to discuss the matter. 

Mr. Ho.trrevp. Did you feel at this time that you and the Board 
had explored all of the points in controversy and that you had arrived 
at a fairly good meeting of the minds on this, on the proposed 
agreement ? 

Mr. Grecory. Let me go back a minute. I thought we had arrived 
at a fairly good meeting of the minds by July 8 as far as meeting of 
the minds is concerned, but at that time Mr. Robertson advised me 
there were other considerations that would have made it appear that 
it would be impossible to make a settlement. 

Mr. Houtrtevp. Did he explain to you what those other considera- 
tions were ? 

Mr. Grecory. No. He didn’t explain to me. I asked him if he 
was telling me that it didn’t make any difference what the papers con- 
tained, it didn’t make any difference what the offers of settlement 
would be, if he was telling me there were considerations so great that 
compromise was completely out, and he said that was his present 
impression. I said then 

Mr. Hottrtevp. I didn’t get that last. 

Mr. Grecory. That compromise would be impossible. 

Mr. Houtrretp. You asked him this question ? 

Mr. Grecory. That is correct. 

Mr. Hoxtrretp. And what did he say? 

Mr. Grecory. He said other considerations were involved, and he 
didn’t see any area within which we could compromise. 

Mr. Ho trtevp. Did you at that time try to find out what those other 
considerations were ? 

Mr. Grecory. Yes, sir, I did. I told him I was terribly disap- 
pointed, that I had felt we were arriving at fairly close to a program 
that would be satisfactory, but that I had also understood that in 
their position they had been consulting with other people in the 
executive branch of Government, and that it was my impression 
they were making an error in doing it, that the Congress had not 
delegated to the executive branch of Government the right to operate 
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the Home Loan Bank Board, that this was peculiar to the individuals 
themselves, and was not subject to direction from some other source, 
that I thought that such a development was unfortunate at this time, 
because he would be called upon to testify at some forum somewhere 
in the future, either at the administrative hearing or in court in the 
review of the matter, he would be called upon to testify under oath 
as to what those conferences were, and what his conversations were, 
and that I thought it would defeat Mr. Nixon, I thought it was 
unfortunate that it happened, but I thought they were making an 
error. 

Mr. Horirrevp. Did you have reason to believe it was on or about 
this time that the members of the Board had conferences with Mr. 
Kendall and Mr. Finch? 

Mr. Grecory. Yes, sir, I had heard that rumor. 

Mr. Houtrretp. You had heard that rumor, but you have no 
personal knowledge that this occurred at about this time. We have 
had testimony, you will recall, from Mr. Dixon and Mr. Robertson, 
that they did have these conferences, although we did not ask them 
at that time for the dates. 

Mr. Gregory. I have been informed that Mr. Robertson’s view had 
been changed because of a conference with Mr. Kendall. 

Mr. Hortrietp. By whom, now, were you informed ? 

Mr. Grecory. It was one member of the Board. 

Mr. Houtrretp. I see. We can explore this matter with the mem- 
bers of the Board later and ascertain as to the times of their conversa- 
tions and conferences with Mr. Kendall and Mr. Finch, and such 
others as they may have talked to in the executive branch. 

Mr. Grecory. Referring back to July 8, you will notice we had a 
conference there from 2:30 to5 p.m. After having had the conversa- 
tion that I have just related with the Board, I left with the intention 
of going, thinking the conferences were all over and that nothing 
else would happen. 

Just before 6 o’clock I got a call from Mr. Hallahan asking me to 
come over to the Board and discuss the matter with them further, and 
I spent from 6 o’clock until 7 o’clock on that same day with Mr. 
Hallahan and Mr. Dixon. 

The political aspects were not discussed, but the area of the pro- 
posed agreement were discussed. 

As the matter developed, congenially, I thought, until the week 
ending Friday the 15th, or thereabouts, and again we had some dis- 
cussion about it being impossible, no matter what was in the agree- 
ment, whether or not it would be a waste to time to go ahead and 
further develop it. 

Mr. Houirtetp. Did you have the feeling that the Board members 
were trying to reach an agreement during this period of time, that they 
were negotiating with you in good faith during this period of nego- 
tiation, and that subsequently their attitude was changed by outside 
pressures ? 

Mr. Grecory. Their attitude was that of complete frustration, 
having attempted to do something in good faith, and then it got 


right up to the point of doing it, and then being unable to complete 
It. 
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Mr. Rosack. Did there come a time when you felt that they were 
kind of stringing you along—did you ever have that feeling? 

Mr. Grecory. W ell, I had. 

Mr. Houirrecp. When did that feeling come? 

Mr. Grecory. It came after the week, after Friday the 15th. There 
was a question as to whether or not I should stay over that week- 
end, and that is what these calls were about. 

Mr. Rogpack. Was it in an environment of indecision on their part; 
they didn’t know what they wanted to do or not do? 

Mr. Grecory. Well, one day one person would be very much in 
favor of getting the settlement all wound up, maybe two of the 
members would, and the other one would have some partic ular point 
he wasn’t quite satisfied with. 

Mr. Rogackx. One would blow hot and one would blow cold? 

Mr. Grecory. That is right. 

Mr. Houirretp. Now, did this situation change, or were there con- 
sistently two members who wanted to settle and a third who did 
not, or did the personnel change so that different persons would want 
to settle and different persons would bri ing up new objections or points 
of dissatisfaction ? 

Mr. Grecory. Pretty generally I got the impression of one person 
wanting to settle one day, and then the next day he would have 
raised some points, or a few days later he would ‘have raised some 
points, or a few days later another would, so there was a changing 
position as between the Board members. 

Mr. Rorackx. Did there come a time when you felt that the enthu- 
siasm and conviction had gone out of their discussions with you, or 
were you puzzled—— 

Mr. Houtrrexp. I would say on Friday the 8th that the enthusiasm 
had pretty well gone out at that point with all of them; they had 
reached complete frustration. 

I think that was true in the week of the 15th, insofar as Mr. 
Robertson was concerned. 

Mr. Ropack. When did the dying ember flare up again ? 

Mr. Greeory. Well, Mr. Dixon and Mr. Hallahan talked to me 
on Friday the 15th, and they both seemed determined to try to 
make settlement, but didn’t know whether they could or not. 

Mr. Rozack. Was part of your discussion with the Board members 
concerned with their respective attitudes—would one say “I think 
you can get him to go along on this,” or “I don’t think I can”? 

Mr. Grecory. From time to time that was true. 

Mr. Rosack. So that part of the strategy of negotiation had to do 
with the members weighing each other’s possibility 4 

Mr. Grecory. Oh, yes, there is no question of that. 

Mr. Houirrerp. All right, you got down to Friday the 15th. Will 
you continue? 

Mr. Grecory. Yes, sir, I advised them at. that time, after having 
talked to Mr. Dixon and Mr. Hallahan, that I would stay over 
until Monday. 

Mr. Houtrievp. Now, was it at their suggestion that you stay over, 
was it a common agreement, or was it on your insistence that you 
stay over? 





LONG BEACH FEDERAL SAVINGS AND LOAN ASSOCIATION 1203 


Mr. Grecory. It was their suggestion. They thought it would be 
in error for me to leave, and they had thought there was a very 
good probability that we could finally get together and work the 

ing out. 
nae Houtrtetp. All right, proceed. 

Mr. Grecory. On July 18, I received information 

Mr. Hottrietp. You skipped over the 16th and 17th. 

Mr. Grecory. The 16th and 17th we had no meetings. 

Mr. Hoiirrecp. You had no meetings? 

Mr. Grecory. That is right. 

Mr. Hourirrecp. That was a weekend ? 

Mr. Grecory. That was Saturday and Sunday. 

On July 18 I had received information to the effect that a release 
of part of the Bellehurst properties was being considered for an 
amount that was less than its reasonable value, that Mr. Jones 
brother had applied for and thought he was securing Federal Hous- 
ing Administration approval of some of the property, and there was 
a move on foot to transfer title to Mr. Jones’ brother for quite a bit 
less than the value, and I thought it would jeopardize the security 
in the Bellehurst properties, and I called the Board to make an 
objection to it, and to apprise them of what was happening. 

Mr. Houirietp. Now, I was distracted for a moment by a side con- 
versation here. Will you please tell me again—you received infor- 
mation from California that a certain group of the loans were going 
to be settled by Mr. Ault. 

Mr. Grecory. A certain part of the vacant real estate held as addi- 
tional collateral was going to be conveyed by Mr. Ault to Mr. Jones’ 
brother for a consideration less than what its value was. 

Mr. Howtrretp. And what were the sums involved there, both as 
to appraised value and as to settlement ? 

Mr. Grecory. 1 was unable to find the amount of acreage, but I 
had understood it was approximately $10,000 an acre, that they were 
considering as a price for it. 

Mr. Houtrretp. Was this residential or industrial ? 

Mr. Grecory. Residential. 

Mr. Houirterp. This was a residential area of undeveloped land? 

Mr. Grecory. That is correct. 

Mr. Honirrenp. And the appraised value was what ? 

Mr. Grecory. The appraised value was approximately twice that. 

Mr. Hortrrevp. I see. 

Mr. Grecory. I don’t have the figures before me here. 

Mr. Houirietp. What was the purpose of making this sale by Mr. 
Ault? Was it from the standpoint of getting funds for the 
association ? 

Mr. Grecory. I would say it was from the standpoint of Mr. Jones 
having made an approach or proposal of some kind as a part of his 
proposal to get further activity on the Bellehurst subdivision. 

Mr. Horirteip. And the effect of this would have been to decrease 
the collateral pledged for the overall obligations? 

Mr. Grecory. That is correct, so I apprised the Board of that infor- 
mation. 

Mr. Moss. Mr. Gregory, as a result of the discussions on the 15th, 
and the suggestion that you stay over until the 18th, did you experi- 
ence an uplift in your hopes that something could be worked out? 
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Mr. Greoory. Yes, I did. 

Mr. Moss. I want to observe that on the 18th, I returned to my 
office here in Washington from California where I had had the 
opportunity of personally inspecting the Bellehurst subdivision and 
Long Beach Federal Savings & Loan Association. It was on that 
date that I called and talked with Chairman Robertson. 

I wanted to talk with Mr. Gregory in an effort to clarify in my 
own mind some of the things I had observed at Bellehurst, and also 
to become more fully acquainted with some of the stailing matters 
of Long Beach Federal under the previous management. Accord- 
ingly, I had my office arrange an appointment with Mr. Gregory, 
and I think the record should show at this point, as it did yesterday 
in reference to Mr. Robertson, that I received a feeling of optimism 
in my discussions with both of the gentlemen as to the possibility 
of arriving at a settlement on this matter. Mr. Robertson affirmed 
the feeling that I had drawn from our conversation when I queried 
him on it yesterday, and I think the record will amply bear it out, 
and I correctly interpret. your position as a result of our conversa- 
tions on that date that you did feel more hopeful that there was a 
definite possibility or a probability of arriving at a settlement? 

Mr. Grecory. I felt fairly confident at that point that we had 
arrived at an area of agreement. 

On the 19th I met with the Board from 10 a.m. to 1 p.m., and 
again 

Mr. Hotrretp. I am sorry, but I think I will have to go back to 
the 18th at this time, Mr. Gregory, because in your chronological 
record which you furnished the committee, you speak of the meeting 
or the talk with Mr. Moss, and you also speak of discussion with Mr. 
Hallahan on the phone, and Mr. Dixon, and you have the notation 
that they were trying to work out a schedule and were checking on 
Bellehurst to see that this particular release of acreage which we 
discussed did not occur, and would not occur, by Mr. Ault without 
their approval. 

Mr. Grecory. I thought I had covered that, Congressman, I am 
Sorry. 

Mr. Howirreip. You had missed that, and then you have another 
notation there; in the evening you went to Mr. Dixon’s home at his 
request, and stayed there from $:30 to 9:40. 

Mr. Grecory. That is correct. 

Mr. Ho.irtetp. Now, what were your discussions with Mr. Dixon 
at that time? 

Mr. Grecory. Mr. Dixon had a reservation in his mind in reference 
to the proposed agreement, and that was in connection with the 
payment of dividends to the association’s shareholders during the 
period when they had withdrawn, after April 22 up to June 30. 

Mr. Ho.irteip. Now, this is the first time you brought this item to 
the committee’s attention. Was there an attempt on your part to 

make some type of arrangement whereby those depositors who did not 
leave their money there ‘until June 30 when the depositors who had 
left their money there received their interest payments, was there an 
attempt or a proposition on your part made that these people who 
had lost their interest should in some way be recompensed for the 
time that they did leave their money with the institution? 
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Mr. Grecory. In the very first discussions that we had with the 
Board, that was one of the elements that we discussed with them. 

Mr. Hotirretp. Now, why did you have this discussion? ‘These 
people put their money in there expecting to receive four and a half 
percent. By the events which subsequently occurred they became 
alarmed and withdrew their money, and legally there was no obli- 
gation to pay them interest, not w ithstanding the motivation of their 
anxiety which had occurred by the action of the Board, there was 
still no legal obligation, so why were you concerned about paying them 
interest ¢ 

Mr. Gregory. Because, sir, the people who withdrew their funds 
withdrew because of the type of press releases that had been made that 
were misleading 

Mr. Houirievp. By the association ? 

Mr. Grecory. By the representative in charge and the Bank Board. 

Mr. Houirtevp. | see. 

Mr. Grecory. They had withdrawn because of the type of press 
— that had been put out that excited the people, because of the 

type or manner of conduct of the association to dispel confidence in 
the association, and there have been quite a number that have been 
making inquiries as to bringing suit against the Insur: nec e Corporation, 
the Board, the representative in charge, or the association, if it be 
necessary in order to recover, because “they feel now in the light of 
the subsequent publicity and ‘the subsequent disclosures of the facts 
concerning the association that they were misled, and that they are 
entitled to recovery, and there is being c onsider ed—if not or ganized— 
groups of shareholders who contemplate suing for the recovery of 
those dividends. 

I advised the Board of that fact and told them that I thought an 
area of discussion and of settlement had to take into consideration 
that possibility, that I thought the necessity of considering that and 
providing for it was essential to a successful rehabilitation of the 
company, rather than for us to have suits pending for the recovery of 
dividends, and attempting to rehabilitate the company. That was 
a part of the discussion. 

Mr. Howrrtep. So in addition to the possibility of suits for recovery 
of this lost interest, you felt that there was a moral obligation and an 
obligation from the standpoint of goodwill to the association and to 
the ‘Industry generally that these “people not be deprived of such 
interest as they had earned; is that true ? 

Mr. Grecory. That is true. There were various times when that 
point was discussed. 

In the first instance, Mr. Dixon was the only one that I remember 
having raised a question, about the first time we had a discussion. 
There was no other question about it until, I think, it was July 18 in 
the conference that he said it was a point that bothered him, that 
worried him, and he thought there should be some area of maybe work- 
ing it out on some kind of a different program, and then.it was not 
considered—well, it was discussed from time to time, but always 
resolved back to including it in paragraph 4(e) of the proposed 
agreement. 

Mr. Houirieiy. Then there was general agreement on the part of 
the Board that this was a point which should be acted upon and that 
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the loss of dividends should be considered in the rehabilitation of the 
institution ? 

Mr. Grecory. I will say it this way. The Board was apprised of 
the fact that that was an element that was important. I don’t think 
that they were happy with what was being done, but they could come 
up with no better solution for it, and in the absence of a better solution, 
it was left in. 

Mr. Howirterp. And that solution was that money be advanced to 
pay these people their interest which they had earned from the In- 
surance Corporation ? 

Mr. Grecory. No. The Long Beach Federal assumed the liability, 
There had been quite a bit of discussion on that, over on page 6 of 
this memorandum. It came up for quite extended discussion on July 
30. 

Mr. Houtrtetp. Well, will you read that discussion ? 

Mr. Grecory. Yes. We discussed the probability of suit being 
brought by the shareholders who lost the dividends on withdrawing 
between April 22, 1960, and June 30, 1960. I told the Board that 
there was a great unrest among the shareholders over this factor, that 
I did not think we could ignore this factor. I thought we should 
consider it and agree upon a policy; that in my opinion some suit 
would be instigated; that if we waited until suits were started, settle- 
ment would be much more difficult and not do the good that could be 
accomplished otherwise; that the purpose of returning the association 
was to reestablish faith and confidence of the public; that the contract 
as drawn provided the association make the adjustment to the people 
and recover the amount out of the interest differential, so the associa- 
tion would be paying the amount and recovering out of the interest 
differential. 

I did not agree with Mr. Hallahan or Mr. Dixon that a legal prob- 
lem was involved. As drawn, the Board did not have to take the 
responsibility since it had required of the association that it assume 
liability for any suits instigated by the shareholders, and it was the 
association’s responsibility. 

If the committee representing a majority of the shareholders ap- 
proved the agreement as is contemplated, then, at the most, if objection 
arose, the problem would be between the shareholder groups. 

However, again, it was not a legal problem or a legal matter, since 
the settlement could be made on either or all of the following bases: 

1. As an advertising approach to restore the association to the 
community. There is no legal limit on the amount that can be paid 
for advertising in any rule or regulation. It is a matter of judgment, 
business judgment. 

2. The amount could be paid as public relations, and the same 
applies as in advertising. There is no legal limitation. Again it is 
a matter of business judgment. 

3. A condition of compensation under the proposed settlement 
agreement; to wit, an interest differential, is based upon the assump- 
tion of such lability by the association. The association should not 
assume even a contingent liability which it is not authorized to pay 
if judgment is rendered against it, or to settle the liability if the 
association thinks such is in the best interest of the association. 

Mr. Horirrecp. You thought this would be a very important point 
in restoring confidence of the community in the association ? 
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Mr. Grecory. Not only that, Mr. Holifield. I don’t think we can 
ignore it. I think suits will be brought, whether we want them to 
peor not. The Board asked me to guarantee them that suits wouldn’t 
be brought. This is an element that has been widely discussed among 
thousands of people. There have been thousands of people affected 
by it. There are, I am sure, many who have consulted their lawyers. 
Some of the lawyers have called to get information preparatory to 
instigating proceedings. ; 

We are in no position to guarantee there won’t be a suit brought on 
it, We did guarantee the Board, the Insurance Corporation, and the 
representative in charge against any loss as a result of any suit that 
was brought, or any claim that was made. We agreed to relieve 
them of that liability and to do whatever had to be done to resolve 
the problem, and charge that as an investment in the contract and 
take it out of the interest differential over a period of years. That 
was as far as we could go to relieve the Board. I don’t know how 
else you could do it. 

Now, if we agreed that we should not pay the amount, but still 
assume the liability, then the association is in the untenable position 
of having an obligation that it has to defend but can’t pay, and we 
can’t do that. 

Finally, I think it was resolved—I won’t say it was agreed on. 
That was one point I believe we did not agree on, but they could 
not come up with a better solution. 

Mr. Dixon, however, since I have been back on this trip, has con- 
ferred with me on the matter again, and he thought he came up with 
a wording of that paragraph that might be acceptable. We had 
reworded the paragraph between the two last agreements here in 
order to attempt to satisfy the Board members, but he has come up 
with still a different wording, one that authorizes the association as 
a part of a public relations matter and a part of restoring the public 
confidence, whether there is a legal liability or not, to go up to what- 
ever amount it seems appropriate to put—$600,000, $700,000, a million 
dollars, or whatever amount we calculated as being the probable 
maximum loss—and say that the association may within those amounts 
adjust claims and charges, within this paragraph, which accomplishes 
the purpose. 

It doesn’t establish a precedent that there can be a claim against 
the Board because of misstatements to the press; it gives the associa- 
tion, on the basis of public relations, an opportunity to settle the claims 
and resolve the matter without there being a lot of adverse publicity 
and difficulty about it. 

Mr. Houtrtetp. And it takes any responsibility off the Federal 
Home Loan Bank Board, or the regional bank in San Francisco, and 
places it on the association ? 

Mr. Grecory. Squarely. 

Mr. Hotirtetp. Squarely ? 

Mr. Grecory. That is right. 

Mr. Houtrrerp. And you have already stated they asked you to 
guarantee them against suit. Of course, you can’t guarantee to me 
that someone won’t sue me tomorrow. This is an impossible request 
toask any man to guarantee that someone won’t sue him. 
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Mr. Grecory. The proposed agreement, however, Mr. Holifield— 
we cannot guarantee they won't sue, but the proposed agreement pro- 
vides that Long Beach Federal take the hability for and _proteet 
them against suits for whatever cause are brought as a result of the 
present seizure or of the prior seizure. This is a very broad matter, 

Mr. Houirtevp. In other words, it becomes a part of the litigation 
responsibility of the association if the home loan bank in San Francisco 
or the Home Loan Bank Board in Washington is sued as a result of 
any of these acts of theirs? 

Mr. Grecory. The Long Beach Federal must assume the liability 
pursuant to the present proposed settlement agreement. r 

Mr. Ho.trrevp. All right; proceed. I believe now we are down to 
Tuesday, the 19th. 

Mr. Grecory. I met with the Board from 10 a.m. to 1 p.m., and again 
at 2:30 to 8:06 p.m. Mr. Hallahan at this point was taking quite an 
interest in attempting to resolve the matter, and was very congenial, 
and you will notice in the memo he drove me back to the hotel in 
his car. 

On July 20 we met from 12 to 1, and from 3 to 5:30. Mr. Dixon was 
not in any part of that meeting, and there was a question whether 
he could attend the next day because of his own problems. 

The secretary to Mr. Dixon called me on the morning of July 21 and 
said that he would be there. As a result, we had a conference set 
for 2:30. 

We discussed with the three Board members, and during that con- 
ference the Board raised the question of auditing and how we should 
handle the accounting for what had been done during the stewardship 
of the representative in charge, and what we could do to prevent there 
being any conflict or differences, and they asked me if we would agree 
that the Home Loan Bank Board appoint a nationwide nationally 
known certified public accountant firm to make the inventory and make 
the audit and accounting. 

I wrote a letter agreeing to it, and later embodied it in subsequent 
proposals. 

Mr. Houtrtevp. At that time you left up to the Home Loan Bank 
Board the selection of a nationally known auditing company ¢ 

Mr. Grecory. That is correct. 

Mr. Hoxtrretp. Did they at that time suggest any specific name! 

Mr. Grecory. Yes, sir; they did. 

Mr. Hortrrecp. What was the name? 

Mr. Grecory. I am going to have to look it up. 

Mr. Hottrretp. Was it included in your supplemental agreement? 

Mr. Grecory. Yes, sir; it was. It was included in one of the 
agreements, and then the Board 

Mr. Horrrrecp. You will furnish that name later for the record! 

Mr. Grecory. Yes, sir. The Board decided—they named Peat, 
Marwick & Mitchell, on page 9 of the final proposal. Then in a 
supplement to this, which is the final supplement, the Board ap- 
parently in the meantime had employed this firm for some other 
purposes, themselves, and decided that there might be—the fact 
that they were employed by the Board—a question, so they asked 
if we would object to them substituting some other nationally known 
accounting firm. I told them we would have no objection, that they 
could make the selection. 
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Mr. Hortrrevp. So you cooperated fully on this very important 
matter of allowing them to select the nationally known auditing 
company to perform the audit on your association’s financial status ? 

Mr. Grecory. We thought it was sound business if they would 
select a really outstanding firm. It would give protection to the 
Home Loan Bank Board, and to the association also, and remove 
the probabilities of difficulties with the Board’s under staff as we have 
experienced in prior times. 

We agreed to such an arrangement. I have lost my place again. 

Mr. Houtrrecp. Thursday, the 21st, and again Mr. Hallahan drove 

you home in his car? : 
” Mr. Grecory. Well, there is one other matter that came up during 
that conference, and that was that in the meantime the Board had 
submitted the proposed agreement, apparently, to the Attorney Gen- 
eral’s Office, and he had come up with the idea that we should deposit 
dismissals for the various actions involved, to wit, the Deputy Attor- 
ney General, so that he could use them at such point as he deemed 
appropriate in the settlement procedure. 

We were not agreeable to that, and counterproposed lodging the 
dismissals with the U.S. court, or the various courts in which the 
actions were located, with an instruction joined in by the U.S. attor- 
ney’s office representing the Board, and the association’s lawyer, direct- 
ing when and at what stage the dismissals should be used. 

The reservations in the use of the dismissals were primarily that 
the agreement for settlement should be executed and a copy of it 
filed with the court, so the court would know the settlement was made, 
and that if there were funds in court prior to the dismissals, the 
appropriate motions be made to dispose of the funds. 

There were three other lawsuits that were taken care of, or exempted 
from the settlement, because of their peculiar nature. One is the 
suit from Mr. Willhoit, where he sued the association for $600,000 
for loss of documents from the prior seizure or during the prior 
seizure. 

Mr. Ammann failed to account for Mr. Willhoit’s documents, and 
the thing had been in litigation since over those documents. 

Also we have had a cross claim against the Home Loan Bank Board 
and the Insurance Corporation and Ammann’s bonding company as 
a result of it, but since it is not our suit, we can’t dismiss it. 

In the proposed settlement agreement the association assumed the 
liability for it, and again it is one of those items to be capitalized 
against the interest differential, whatever amount it takes to finally 
settle it. If we lose the suit or can’t defend against it, whatever the 
amount is, we can offset it in that respect. 

There is another one for approximately $50,000, where there were 
tax liens on some properties growing out of the prior conservatorship. 

The association, in order to clear the people’s title to the properties, 
deposited $50,000 in the court and asked that the liens be substituted 
against the fund. We acquired title to the fund and anticipated no 
loss, but it is procedural, and it could not be dismissed, but we assumed 
the liability for that. 

The third law suit that was beyond our control was that of the San 
Francisco Bank, and the proposed settlement agreement as we dis- 
cussed before, provided that we make an offer, not of settlement, but 
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of payment beyond what they could demand as a parent, so there 
should not be any difficulty. But the proposed settlement agreement 
provided that in the event the San Francisco Bank for any reason 
refused to dismiss the action or join in a dismissal on that basis, that 
the association would not enforce any judgment against the Insurance 
Corporation or the Home Loan Bank Board growing out of that, but 
that we would have a right to defend against the San Fr rancisco Bank’s 
action and prosecute whi atever portions of it we deemed appropriate, 

Mr. Hortrtetp. Were these particular items with reservation in ac- 
cord with the Board’s feelings, or not ? 

Mr. Grecory. Yes, we have had no objection to them, excepting 
at one point they were not happy with the reservation on the San 
Francisco Bank’s suit in that they would much prefer a dismissal 
outright, even if the San Francisco Bank didn’t agree to settle, but 
they are necessary parties to the suit, and because of legal techni- 

-alities we could not make the dismissal, but we could enter into an 
agreement not to enforce any claims against the bank or the Insurance 
Cc orporation. They being necessary parties would have to be noticed 
and could be present if they wanted to, but we assumed the problem 
beyond that. 

We are down to—— 

Mr. Houtrrevp. Friday the 22d. 

Mr. Grecory. Friday the 22d. The Board had asked me if I would 
object to making an application for the extension of the administra- 
tive hearing that was set for August 1 on the basis that we had been in 

negotiations for settlement, we were attempting to complet e it, and 
that they thought some formality should be followed in making the 
extension of time, and I told them, of course I had no objection to it 
and prepared the application. 

I presented that to them on Friday the 22d. That was the first 
time—for quite a while, at least—that I observed some hesitancy on 
Mr. Robertson’s part. I asked him to receipt for a copy of the ap- 
plication for the extension, and he had some hesitancy. 

Up to that time, whatever documents had been taken over, or what- 
ever Board member they were presented to, if I called for a receipt 
they had receipted for them. In this instance Mr. Robertson sent 
for Mr. Creighton, and Mr. Creighton took it in and had the secretary 
sign it. 

Mr. Houirretp. Why was this? You were doing something they 
had requested you to do, and you say that Mr. Robertson and Mr. 
Hallahan both read it, and when you asked him to receipt for copies, 
they called in Mr. Creighton who got the receipt from his assistant 
secretary. 

Mr. Grecory. That is right. 

Mr. Houtrtevp. Did they explain to you why they were reluctant 
to sign a receipt for a copy of the application which you made to them! 

Mr. Grecory. Mr. Robertson seemed confused at the time. There 
was no explanation, however. Mr. Creighton came in and got a copy 
of it and asked if I would object to the secretary signing it. I told 
him I wouldn’t, anybody signing for it would be all right. He came 
back with the assistant secretary on it, in that the secretary was 
away. They did receipt for it. 
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Mr. Creighton had also been requested to analyze the proposed 
contract. 

Mr. Ropack. Just a minute, Mr. Gregory. 

Mr. Honirretp. Mr. Roback has a question. 

Mr. Gregory. All right. 

Mr. Rosack. Was it your impression that their concern about 
receipting was due to an unwillingness to put it on the record that 
they were making the request 

Mr. Grecory. Well, the recei ipting for it would’t establish that. 

Mr. Ropack. It wouldn’t establish that ? 

Mr. Grecory. No, it wouldn’t establish that fact. I was present- 
ing to them a formal application for an extension which I had signed, 
and had no reference to why or how it had originated. 

Mr. Horirtetp. In order to protect yourself, you wanted a receipt 
for the document so that you could have it documented that you had 
made the application ? 

Mr. Grecory. It was my obligation to protect our shareholders and 
not run right up to the last d: ay with the unde: sti anding there would 
be an extension of time and then find there wasn’t. 

As a matter of caution in representing the shareholders, I tried to 
at least establish the procedure. 

On the 22d, Mr. Robertson and Mr. Hi: *, uh: an read it, when I asked 
him to receipt for a copy, he called in Mr. Creighton to get the receipt 
from the assistant secretary. Mr. aia was in the doctor's office. 
Mr. Creighton had not finished analyzing the proposed contract for 
settlement and couldn’t finish it until Monday. Creighton did dis- 
cuss the power of the association to represent the Insurance 
Corporation. 

[expressed my view as set out in the proposed contract and quoted 


Dr. Husband: 


Agent in field should have full authority to represent the Insurance 
Corporation. 

A little later Dr. Husband thought maybe he had made too broad 
a statement on that, but still on questioning decided that the agent 
in the field should have the right to represent the Insurance Corpora- 
tion, particularly since the inte _ differential proposal provided that 
any interest due the Insurance Corporation should be first paid and 
any losses from any loan should be first paid before the association 
received the interest differential, so the association had a continuing 
vested interest in the contract. 

The interest was coupled with an obligation due it, and because of 
that should have fairly broad power under the servicing arrangment. 

I believe that we had arrived at a fairly good formula on that; at 
least if there was objection to it it was not conveyed. 

Then on July 22 we had a conference from 9:30 to 11:30, and in the 
afternoon Mr. Dixon telephoned and said the administrative hear ing 
was extended 30 days. He said Mr. Hallahan voted for it, Mr. 
Robertson dissented, and the extension would be dated Monday, 
July 25. But when we got it, it wasn’t. It was dated July 23, and I 
had been advised that Mr. Robertson left Washington, so I don’t really 
know how the vote was made. 

Then on July 25, Mr. Hallahan called me at 3:15. I met with the 
Bank Board at 3:30. All three Board members were present, Dr. 
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Husband, attorneys Creighton and Wilfand. They did not present 
any written objections to the proposed agreement, as I understood 
Mr. Creighton was going to do, but they didn’t have them. Dr, 
Husband ‘questioned the association’ s plan of accounting in the event 
of loss on loans sold. After some discussion he abandoned the dis- 
cussion. His attention was directed to the fact the association did not 
guarantee directly, but only out of anticipated income, and he raised 
the question as to whether we would set it up the books as a liability, 

The object of the Insurance Corporation buying the loans was to 
relieve the association of the direct obligation. 

Other questions were raised, namely, that the Insurance Corporation 
loan be acknowledged, and continuing until the loans were assigned, 
and that a default be a general procedure after 90 days. The con: 
ference concluded at 6:30 p.m. 

At this point we did not know what the terms of the obligations 
were that had been signed by the representative in charge to the 
Insurance Corporation. We have since learned, but in the proposed 
agreement it was broad enough in its terms to alter whatever those 
prior obligations were, and set up the obligation between the parties. 

I had said a couple of times, if they w anted us to assume the obli- 
gations, we should at least know their terms, but in the absence of 
that we should modify the terms pursuant to the agreement. They 
had not seen fit to give me copies of the documents to that point, 
and therefore our settlement agreement set out what the rights of 
each party were. 

Mr. Ho.trretp. Now, in your presentation of this memorandum to 
the committee, do you analyze those loan documents ? 

Mr. Moss. I wonder if we could hold that until the committee 
reconvenes. Weare being summoned to the floor. 

The subcommittee will recess now until 2 this afternoon. We will 
reconvene in this same room. 

(Whereupon, at 12:09 p.m., the subcommittee recessed until 2 p.m., 
the same day.) 

AFTERNOON SESSION 


Mr. Moss. The subcommittee will be in order. 

At the time of recessing, Mr. Holifield had the floor. 

Mr. Horitriecp. Mr. Gregory, we will continue with the chrono- 
logical accounting of the negotiations at this point. 

I believe we had finished down to Monday, July 25 

Mr. Greeory. Yes, we had, and I think we had finished July 2: 

On July 26 perhaps if I read that short comment on it, it will 
give a little idea of what happened on that day. 

L talked with all three members of the Board from 3:30 to 7 p.m. 
Mr. Dixon had to leave for his appointment, early, and might I say 
at this point that Mr. Dixon’s health—as you know, he has some 
difficulties with it from time to time, and he had to put in a great 
deal more time, probably, and longer hours on this than maybe he 
should have, but he was very diligent in attempting to, so far as 
he could. 

I feel that he was very sincere in that in attempting to do it, so 
at such points as he left for an appointment with a doctor, or some- 
thing, I am sure it was real bona fide and necessary. 
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Mr. Wilfand was called in, attorney for the Home Loan Bank 
Board, to consult in connection with the documents we had drawn 
to that point. He insisted that he redraft the contract and said it 
would take until Friday. 

Mr. Robertson said he would never understand any contract better 
than the one we have already. Mr. Hallahan wanted a new contract. 
Mr. Wilfand left thinking he was to draw a new contract. 

Mr. Hallahan talked to Dixon by phone and turned the phone 
over to me, and Mr. Dixon, on realizing the time element involved, 
reversed his position from wanting a new contract to supplementing 

sresent proposal. 
she Robertaon and Mr. Hallahan were to confer with Mr. Dixon 
early Wednesday and call me. 

On Wednesday, July 27, I talked to the Board at 10 a.m. to 12:30, 
and 4:30 to 5:40. I talked with Mr. Dixon and Mr. Hallahan about 
the impossibility of starting renegotiating again and ever getting 
settled. Two Board members were to instruct Wilfand to list objec- 
tions to the present proposal. They invited me back at 4:30 to go 
over the objections to be raised by Mr. Wilfand. 

When I got there, Wilfand had redrawn the settlement agreement. 
We all read it, discussed some points briefly, and left to give more 
thorough consideration. 

On July 28 I talked to the Board from 9 to 11, and from 4 to 
6:10. Present for the first 45 minutes was Mr. Dixon only, then at 
9:45 he was joined by Mr. Hallahan. 

The proposed agreement prepared by Mr. Wilfand was discussed 
and its one-sided effect was pointed out, including the requirement 
that the association guarantee the Insurance Corporation loan, that 
the association is not a mortgage insurance company and should not be 
a guarantor, they should not release and indemnify without limits 
or standards. 

All Government officials and agencies should not receipt or agree to 
do so for assets, books and records not received as required in proposed 
contract. Changed wording would eliminate the Insurance Corpora- 
tion participating or buying any of the Bellehurst loans, contrary to 
understanding, and place the association at the mercy of the Insurance 
Corporation on demand for amount of any loans the Insurance Corpo- 
ration rejected with or without cause. 

Many other objections to proposals as not in any wise protecting 
the shareholder but on the contrary requiring the shareholder to 
indemnify the Insurance Corporation for obligations created by the 
Board over the objections of the shareholders. 

The Board was asked if reference to section 547.6, which was in- 
cluded in the contract, was intended to make the proposal a part of 
the administrative hearing subject to court review, and I also asked the 
Board if such proposal by the Board did not show their disqualifica- 
tion because of their lack of consideration for the shareholders and 
the functions and purpose of the Board and the Insurance Corporation. 

I was requested to prepare a simple agreement embodying sug- 
gestions of several days’ accumulation, and new ones of Mr. Dixon. I 
was asked to await a phone call from the Board in the afternoon. 

The call came back from the Board at 4 p.m. Mr. Dixon and Mr. 
Hallahan first, and then later Mr. Robertson came in. 











1214 LONG BEACH FEDERAL SAVINGS AND LOAN ASSOCIATION 


The objections and inequity of the Board proposed contract were 
again discussed. I pointed out the lack of time to complete a rewrite 
of a new contract. On discussion decided must act on one proposal 
to which we all contributed, which had already been approved by the 
Long Beach board and the supplement which had not been approved 
yet. 

Mr. Creighton was called in. He said there were several small 
items which he thought should be tied down more specifically. The 
Board asked him to complete his suggestions by tomorrow morning, 
Friday, July 29. 

At 10:15 I was called 

Mr. Hortrrexp. This on July 29? 

Mr. Grecory. July 29 at 10:15 I called Mr. Dixon and advised him 
that the Long Beac h Siena of directors had been alerted for special 
meeting, and “the attorney had been alerted also, and Friday being a 
weeke nd. if we were to consummate the settlement today and tomor- 
row, Chapman should communicate with deputy U.S. attorney at 
Los Angeles so he would be available. 

Dixon said Creighton was dictating and he would call me soon. At 
11 a.m. Dixon called and requested me to meet with the Board at 
2 p.m., all three Board members present. 

They wanted to settle, but attorneys wanted to rewrite agreement. 
Robertson satisfied now the attorneys couldn’t rewrite an acceptable 
agreement unless Long Beach Federal represented. 

Finally decided again must settle on existing proposal, not attor- 
ney’s, with supplement if at all. Asked me to leave the room while 
the Board discussed. 

Waited from 4:30 to 6:38 before recall. Robertson then said 
they wanted to settle, but needed only one agreement. Dixon said it 
didn’t make any difference, Hallahan wanted to start writing new 
agreement. By 6:40 decided Gregory should draft supplemental 
agreement, and additional points C reighton brought up in additional 
pages to be attached to the present proposal for only one agreement. 

Robertson wanted time to reconvene on Saturday. Robertson called 
before 9 p.m. and said 9:30 a.m. Saturday is time for the next con- 
ference. 

Mr. Hortrretp. Let me say that you have referred to your initials 
in several instances there, and wherever the *y appear I think the words 
“Mr. Gregory” should be put in for the benefit of the readers, and 
either use the personal pronoun or your name in referring it in the 
record, Mr. Grgeory. 

Mr. Grecory. On July 30, I arrived at 9:30 a.m. and talked to Mr. 
Robertson for a few minutes. Mr. Hallahan and Mr. Dixon came 
in and went to their offices. Mr. Robertson and I discussed pri- 
marily some of his experiences. He requested me to wait until he had 
discussed the matter with other Board members and he would call. 

I waited until after 11 a.m. when they finally called me. We dis- 
eussed the problem of suit being brought by the shareholders who lost 
dividends on withdrawing between Apr il 22, 1950, and June 30, 1960. 
I told the Board—TI read into the record a little while ago—there was 
great unrest among the shareholders over this factor. 

Shall I reiterate that at this point or skip it? 





rec 


th 
m} 
we 
th: 
th 
th: 
me 
en 


ler 
sp 
hia 
j0l 


pl 


tw 
be 


m 
ad 
ju 


as 
mi 
lia 


co 


su 


ne 
W 
C% 
an 


Be 


ae OY ee OY UY 


— 


Sct eee 


se 


LONG BEACH FEDERAL SAVINGS AND LOAN ASSOCIATION 1215 


Mr. Hortrretp. Go ahead and reiterate it, so we will have the 
record complete. 

Mr. Grecory. I did not think that we could ignore this factor. I 
thought we should consider it and agree upon a policy, that it was 
my opinion some suits would be instigated. If we waited until suits 
were started, settlement would be more difficult and not do the good 
that could be accomplished otherwise; that the purpose of returning 
the association was to reestablish faith and confidence in the public, 
that the contract as drawn provided the association make the adjust- 
ment to the people and recover the amount out of the interest differ- 
ential. 

I did not agree with Mr. Hallahan or Mr. Dixon that a legal prob- 
lem was involved, that as drawn the Board did not have to take re- 
sponsibility, since it had required of the association that it assume 
hability for any suits instigated by the shareholders, that it was the 
association’s responsibility, that if the committee representing a ma- 
jority of the shareholders approved the agreement, as is contem- 
plated, then at the most, if objection arose, the problem would be be- 
tween the shareholder groups. 

However, again it was not a legal matter, since the settlement would 
be made on either or all of the following bases : 

As an advertising aproach to restore the association in the com- 
munity. There is no legal limit on the amount that can be made for 
advertising in any rule or regulation. It is a matter of business 
judgment. 

2. The amount to be paid as public relations. The same applies 
as advertising. There is no legal limitation. Again it is a matter 
of business judgment. 

3. A condition of compensation under the proposed settlement agree- 
ment : to wit, interest differential is based upon the assumption of such 
liability by the association. The association should not assume even a 
contingent liability which it is not authorized to pay if a judgment 
is rendered against it, or to settle the liability if the association thinks 
such is in the best interest of the association. 

The Board asked me to wait in the reception room for a few minutes 
at about 1 p.m. I waited until after 2. I was called back to con- 
ference. 

The Board said they couldn’t agree among themselves, was there 
not some way I could assure them suits would not be brought. I told 
them I could not honestly make such an assurance since such was not 
within my control, but that we indemnified the Board and Insurance 
Corpor ation against loss if such occurred in the proposed settlement 
and agreement. 

There were long discussions concerning the probable effect on the 
Board. The lawyers’ version was that payment was illegal. 

About 3:30 Mr. Robertson asked that T again wait in the reception 
room. A little after 4 IT was asked to come in again. The Board was 
still not resolved. Previously I had advised the Board I should be in 
Long Beach sometime duri ing the weekend unless assurance was given 
that the Board intended to settle. Mr. Robertson said they were unable 
to agree, so didn’ : pate what they would do. I bid them goodby and 
left at about 4:30 p.m. We had conferred from 9:30 a.m. to 4:30 
p.m. without iphone for lunch or any kind of a break. 
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I returned to the hotel at 10:20 p.m. and found a call from Mr, 
Hallahan. I answered the call, and he said over the phone that he 
had been working on the proposed agreement, and that there were 
several points raised by the attorneys. 

He proceeded to enumerate the points and asked if I would prepare 
a supplement covering them before L left. I told him I would. 

He said he would be away from home on Sunday, but Ira would 
call me Sunday morning. 

Mr. Houtriexp. Ira being Mr. Dixon? 

Mr. Grecory. Ira being Mr. Dixon. 

Sunday, July 31. Mr. Dixon called at about 9:50a.m. Said he had 
talked to Mr. Hallahan. I told him the supplemental suggestion of Mr. 
Hallahan was in process, and it would be an hour or more before it 
would be typed. He said, come over as soon as you get it ready. Ar- 
rived at his apartment about 11:30. He went over the supplement, 
compared its provisions with the main agreement, and said he had no 
other points to raise. He made a phone call, came back and said Mr. 
Hallahan was talking to Mr. Creighton, and that he, Mr. Dixon, or Mr, 
Hallahan, would call me before 3 :30 p.m. 

I left five copies of the printed agreement, copies of the exhibits, 
letters, and telegrams attached. I left three copies of the supple- 
mental requested by Mr. Hallahan. 

Mr. Hallahan called me at the hotel about 2:40 p.m., said he was 
working on it, but couldn’t be sure, Mr. Robertson was out of town, 
that they had decided to act one way or the other based on the agree- 
ment which we now had, and maybe some supplement if they thought it 
was required. 

He said he would call me later in the afternoon or evening to see if 
I had waited over Monday morning. Mr. Hallahan called at 8 p.m. to 
see if I was still there. Told him I had reservations out tomorrow 
night, Monday, August 1. 

August 1, at the airline office checking baggage about 1 p.m., Mon- 
day, August 1, I received a call from the hotel saying Mr. Hallahan 
had attempted to reach me. I called Mr. Hallahan and he said all the 
Board members were present, would I come right down. I arrived 
there about 1:20 p.m. The Board had sent out for sandwiches. I 
declined because of the time element. 

Mr. Robertson had an appointment at the trade department. at 
2 p.m. He called to postpone it. We discussed the contract provi- 
sions. We all agreed to base a decision on the contract as written, 
with one supplement which had been prepared and delivered yester- 
day, Sunday, July 31. Mr. Robertson stated that he understood this 
contract as well as any that could be prepared. Mr. Robertson asked 
that they be given 48 hours, all day Wednesday, to see if they could 
approve the contract. 

I told him I would be available as much as possible for any help I 
could be at either the Long Beach, Hemlock 7-4810, business telephone, 
or Geneva 4-0852, home phone. 

I left the Board office about 3:40 p.m. 

August 3, 1960: I called Mr. Robertson on Wednesday to advise him 
I would be in court today, Wednesday, and, therefore, not available on 
the phone. He asked me if I would call him at the noon recess. We 
set 12:30 Pacific standard time, 3:30 Washington time. I made the 
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call from the Taix Restaurant pay telephone. Mr. Robertson said 
they had not yet come toa conclusion, that their legal department was 
attempting to redraft a pepe _ He also stated that Mr. Jones and 
his attorney, Mr. Hart, had just finished meeting with the Board in 
Washington, that he hoped 1 would not find it necessary to advance 
any more money to Mr. Jones on the Bellehurst properties to work 
them out. pi 

I told Mr. Robertson I could not think of any condition that would 
cause me to do so. Mr. Jones and Mr. Walker had an obligation to 
me. Ifthey did not doso, Mr. Boyar’s offer was firm, and the associ- 
ation would have no problems. ' 

I did, however, wish to restate as I had in Washington that Mr. 
Boyar could not be expected to leave an offer open for an unlimited 
time, that the vandalism was continuing, and the best sales season was 
getting nearer its end, that the interest continued to mount. 

' Hesaid just a minute. After a brief period he said Hallahan wants 
assurance that I would show Jones the courtesy of discussing the 
matter with him. I assured Mr. Robertson that 1 would so so. 

After another pause, Mr. Robertson said Mr. Dixon said the lawyers’ 
version of a contract would not be available until Friday, August 5. 

Mr. Robertson said maybe we should just let the matter stand until 
Thad talked with Jones. 

After Jones and his attorney had returned to Long Beach I had 
a conference with Mr. Jones and Mr. Walker. 

Mr. Horirretp. Now, will you please tell the committee what the 
nature of your conference was, and what proposals you made to Mr. 
Jones and what proposals Mr. Jones made to you. 

You had this conference at the request of Mr. Robertson, I believe 
you said. 

Mr. Grecory. That is correct. Mr. Hallahan relayed the word to 
Mr. Robertson. 

I gave Mr. Jones and Mr. Walker a copy of the proposed settlement 
agreement. 

On page 4 there are three conditions, or three alternatives set out 
as to the manner in which the Bellehurst properties shall be handled. 

Under the first of those provisions, “A,” it gives the present sub- 
dividers an opportunity to proceed with the development, and I think 
Ishould read this provision at this point. 

The present subdividers shall deposit in a construction account a minimum 
of $900,000 additional and establish a plan for making interest payments pend- 
ing an average 2-year sales plan, pay Metrim loan in full, without release of 
collateral from blanket trust deed, after the payment of Metrim loan in full, 
individual properties may be released upon payment of the specified release 
price therefor, and such release payments may be used on the obligations to 
complete construction, pay interest and/or principal loan payments on properties 
completed and incomplete owned by the Acron and/or Vulturon Cos. 

The substance of that contract means they would pay the Metrim 
loan, roughly $2,200,000 principal, plus its interest; that the more 
than $10 million appraised value of properties would be left to addi- 
tionally guarantee performance on the balance of the Bellehurst prop- 
erties owned by the Acron and Vulturon Cos. 

The total of those are slightly more than $15 million, with $4,800,000 
of them sold under sales contracts or other types of sales agreements, 
leaving a little over $10 million that are unsold. so there would be. 
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in addition to the houses and lots that are unsold, over $10 million 
of the Metrim properties guaranteeing performance, and in addition 
to that there is the industrial property which can be released for 
$900,000, which would bring the total to a little more than S11, 
million to guarantee performance on the $10,200,000 unsold prop- 
erties. 

Mr. Hotrrm.p. This is in the nature of a blanket trust agreement 
over and above that of the specific property ? 

Mr. Grecory. The only change actually it has from the present 
situation is that they pay in an amount in the construction fund of 
$900,000, and they had anticipated receiving that from the industria] 
property. They have a release price now for approximately that 
amount, so that would be about the same. 

They are to pay $2,200,000 in to pay off the Metrim loan, pay it in 
full, which is the additional ¢ apital that is required here under this 
proposal that is not now presently required except that monthly 
payments are made. 

Mr. Horirrevp. What was Mr. Jones’ attitude toward this proposi- 
tion “A”? 

Mr. Grecory. He read the other two alternatives, one of which pro- 
vides that another offer could be accepted from other people, or that 
Mr. Boyar would put up the amount of interest, and the trustee fore- 
close and clear the title to the property and have a firm bid to purchase 
at that time. 

He read all the proposals, said that he would meet paragraph A if 
that is what it took to help the association out, that he didn’t want to 
do anything to jeopardize the proposed settlement agreement, that he 
could get more out of the property than Boyar had offered, that he 
had good bona fide purchasers that he could sell it to if for any reason 
he found he could not comply with paragraph A. 

The meeting was adjourned with no ill feelings with anybody, and 
I thought with a fairly complete understanding. 

Mr. Howtrien. What was the date of that meeting ? 

Mr. Grecory. I was looking for it here. It was after Mr. Jones came 
back from Washington, and I don’t know the date. I am looking for 
it, but I don’t believe I have got it down here. 

Mr. Ho.trtretp. You can furnish that later. 

Mr. Grecory. Yes; I can. 

Mr. Hoirrerp. It was within a few days? 

Mr. Grecory. Within a few days—within that week. 

Mr. Hottrtetp. So you felt that as far as the Jones people were 
concerned, they were willing to go along with this type of settlement? 

Mr. Grecory. That is right. 

Mr. Horrrrevp. And neither Mr. Jones nor his lawyer indicated 
otherwise ? 

Mr. Grecory. That iscorrect. I didn’t talk to his lawyer. 

Mr. Houtrteip. Do I understand you to say that he would match 
the Boyar price, or that he 

Mr. Greeory. He said that he would comply with paragraph A put 
in there for the present subdividers, that he had other people who 
would make better offers than Mr. Boyar, so that he would match Mr. 
Boyar’s offer, or comply with paragraph A. 

Mr. Hotirreitp. Now, Mr. Jones’ lawyer was Mr. Hart? 
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Mr. Grecory. That is right. I did not have a conference with Mr. 
Hart—with Mr. Jones and Mr. Walker, but not the attorney. 

Mr. Houtrtetp. Now, we have had testimony to show that this Board 
has retained Messrs. Clock, Waestman & Clock as attorneys for the 
Board in Long Beach. 

Mr. Grecory. That is correct. 

Mr. Houtrretp. Now, is it not true that at one time this firm of at- 
torneys were also attorneys for Mr. Jones? 

Mr. Grecory. For quite a number of years they were attorneys for 
Mr. Jones. 

Mr. Hortrrecp. Have they terminated their representation of Mr. 
Jones ? 

Mr. Grecory. I don’t know. 

Mr. Hortrrecp. But in any event we have the testimony that shows 
the attorneys who were attorneys for Mr. Jones are now attorneys 
forthe Board. 

Would you think that this had anything to do with the new interest 
in a settlement with the Jones-Walker people? 

Mr. Grecory. I was surprised at two or three things that have hap- 
pened here, and that could have an effect on it. One is, I was sur- 
prised first that the Board would ask me to show the courtesy to Mr. 
Jones of having a conference with him. I have known him for an 
awful lot of years, we have had extensive dealings with him previ- 
ously. My door has always been open. It hasn’t been necessary for 
anybody else to make an appointment for them. I was surprised 
somewhat at that. 

I would have thought that would have been probably promoted by 
the attorney with whom I have not had that extensive contact. Cer- 
tainly there had been a change of attitude on the part of the Board 
since the negotiations started. Whether it is because of the personnel 
of the attorney and their relationship with other people, or whether 
it is because of their greater knowledge of the value of the property 
than they had to begin with, I don’t know. I think that they un- 
doubtedly have understood the collateral that secures the loan much 
better since the negotiations started and the various offers had been 
made, firm offers from reputable people. 

I think their valuation must have changed in their minds, but even 
with the changing of the values—that was on July 11 that we had 
Mr. Boyar’s telegram increasing his offer, and offering to put up the 
money during the foreclosure period. 

The relationship or the attitude toward Mr. Jones and Mr. Walker 
changed after their conference, after the Board’s conference with them 
on August 3, I think it was. 

Mr. Howirterp. Now, it was during yesterday’s discussion—I 
couldn’t find a certain part of the record which I wished to place into 
the record, and the staff has found that. 

On page 345 of the printed hearing there was reference to Mr. Jones, 
and I asked you if it was not true that some $2 million, or more, of 
the association’s profits from trusts were derived as a result of an ar- 
rangement with Mr. Jones, and that those profits were put into the 
reserves, and I have here before me your testimony, at the bottom of 
page 345 of part I of the printed hearings, at which you read from a 
letter dated November 10, 1958, to the Board after conference, in which 
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you say the association’s records show many years of successful and 
profitable loan experience with Mr. Jones. 

As an example, more than $2,200,000 of the association’s profits 
from the trust, with which you are familiar, originated and were made 
possible by Mr. Jones and his associates. 

As part of the transactions from which the association made gy¢h 
substantial profit, the Jones interest converted their investment to 
cash. The association’s records show these sums totaled more thap 
$2 million. And then you go into the furnishing of credit information, 
but this does indicate that your relations with Mr. Jones have been not 
only pleasant, apparently, but profitable, and that as a result of your 
business arrangements with him, you had converted into your reserve 
$2,200,000, does it not? 

Mr. Grecory. His business had been a decided asset, and we did 
convert the $2,200,000, approximately, into a profit and into the asggo- 
ciation’s reserves from his transactions. 

Mr. Houtrretp. Now, there did come a time when there was a dis. 
agreement between the association and Mr. Jones, and that was upon 
the slowing up of Mr. Jones building program at Bellehurst. 

Mr. Grecory. Yes, sir; I did not agree with his slowdown process, 

Mr. Houirrevp. And to the best of your knowledge, you say that he 
informed you that he did that as a result of conferences with his tax 
lawyers to put him in a better tax position ? 

Mr. Gregory. Yes, sir; that is correct. 

Mr. Ho.irretp. Now, what time did he start this slowdown? 

Mr. Grecory. About August or September of 1959. He had been 
going slower before that, and we had not been happy about it, but 
that was a much slower process. 

Let me also say at this point that while he slowed down his activi- 
ties as a result, as I understood it, of advice from his tax people— 
and I also conferred with his CPA, so I had a firsthand version of 
what they were telling him—as a result of that advice and what he 
thought was necessary to protect his interest, they did enter into a 
group of bulk sales or group sales to various individuals on the basis 
that the individuals would buy a group of houses and make their own 
investment in the houses and finish them up, and while Mr. Jones was 
slowing down, these other people were investing substantial sums of 
money, somewhere bet ween $200,000 and $400,000. 

Mr. Houirtecp. And were finishing some of the houses ? 

Mr. Grecory. That is correct. 

Mr. Houtrtevp. As a private endeavor on their part? 

Mr. Grecory. That is correct. That continued up until 1960. 

Mr. Hotirtetp. Now, your understanding, after your conference 
with Jones, was that he would be willing to go along with this type 
of settlement and abide by the paragraph A procedure? 

Mr. Gregory. That is correct. 

Mr. Houtrtevp. That was your understanding? 

Mr. Grecory. He would either abide by paragraph A, or furnish 
someone else whose credit responsibility was acceptable to make a 
purchase and meet Mr. Boyar’s offer. 

Mr. Houtrrevp. Now, did you report substantially this back to the 
Board ? 
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Mr. Grecory. Yes, I did, I did by telephone, and I have misplaced 
that date, but it was within the next week, during the next week 
following this week. I think our conference with Jones & Walker 
was during the week, and it was in the next week before I called Mr. 
Robertson and reported to him. 

The next information I got from the Board, Mr. Dixon phoned 
and said that Mr. Hallahan was in the hospital and quite ill. He 
thought it would be several weeks before they could operate, and 
the Board obviously couldn’t do anything without Mr. Hallahan. 
They were one for and one against. 

I told Mr. Dixon I expected to be in Washington within a few 
days, and he said be sure to call him as soon as I knew the date. 

Mr. Hortrrecp. At that time, then, you understand that there was 
one member that was for the settlement ? 

Mr. Grecory. That is right. 

Mr. Horirteip. And one against it? 

Mr. Grecory. That is right. 

Mr. Houtrrevp. Do you know which was for and which was against ? 

Mr. Grecory. It was my impression Mr. Dixon was for and Mr. 
Robertson was against. It was also my impression that Mr. Robertson 
was against, not primarily because he opposed it, but primarily be- 
cause he felt a responsibility to other people. 

Mr. Hotirtetp. Did he indicate to you who these other people were 
that he felt a responsibility to ? 

Mr. Grecory. I asked a question that if the people upstairs should 
change their view, did he think it would make any difference, and 
hesaid it certainly would. 

Mr. Horirretp. When you said—— 

Mr. Grecory. I asked Mr. Dixon. 

Mr. Horirrerp. When you said “upstairs,” what did you mean by 
“upstairs” ? 

Mr. Grecory. I meant Mr. Kendall at the White House. 

Mr. Hourrrevp. Now, Mr. Hallahan was in the hospital. Was he, 
as far as you know, in a condition to vote or to acquiesce with Mr. 
Dixon in the settlement at that point ? 

Mr. Grecory. Let me—I think, as I understood it, he was so ill 
they could not have conferences with him, and he couldn’t participate, 
and I would like for just a moment to go back to the last question you 
asked me. 

Mr. Houirretp. All right. 

Mr. Grecory. I told Mr. Dixon that I would see what I could do 
about conveying the information to some of our Republican friends 
on the effect. this failure to compromise was having on the community, 
and I was in hopes that after that was done that there could be a 
change of attitude, and I am still hoping. 

Mr. Horirrerp. You are still hoping that there will be? 

Mr. Grecory. That is right. 

Mr. Hontrrery. Now, what date did Mr. Hallahan resign—do you 
know that ? 

Mr. Grecory. I haven’t got it here. It has been since I have been in 
Washington, since I have been back to Washington on this trip. 

Mr. Hottrretp. That his resignation has been announced ? 

Mr. Grecory. Yes. 
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Mr. Houtrtretp. But you don’t know what date he tendered his resig- 

nation ? 

Mr. Gregory. No, sir; I don’t. 

Mr. Ho.irterp. But in any event, the effect of his resignation was 
that the Board, being in disagr eement, they could not consummate the 
agreement 4 

Mr. Grecory. That is right. 

Mr. WALLHAUsER. Will ‘the gentleman from California yield? 

Mr. Houirrevp. I would be glad to. 

Mr. Wauinatvser. I would like to go back to your statement about 
the people upstairs, Mr. Gregory. 

Your conversation was with Mr. Dixon, is that right ? 

Mr. Grecory. That conversation was. 

Mr. Watiuavser. And it was Mr. Dixon’s opinion that Mr. Robert. 
son’s action was influenced by the—whatever you called it—people up 
stairs, is that what you are saying ? 

Mr. Grecory. Going through ‘the conferences that we hi ave had, and 
the various discussions that there have been, you would have very 
well come to that conclusion, but it is quite common knowledge—at 
least it is quite commonly discussed, that there has been interference 
in this situation from the White House, and particularly naming Mr. 
Finch as one of the people who has been active in the opposition. to it 
over a period of time. 

That didn’t originate after the settlement negotiations started. 
Before I came back to the first congressional hearing, that was common 
gossip and common discussion among the people in our area, that there 
had been such an interference in the area. 

Now, that had been discussed quite extensively among management 
of various other associations, and I think the trade organization, s0 
it has become quite a common discussion among people. 

Being that common a discussion, there had ‘been an acquiesence of a 
fact that was know n, and not a denial of it, as we have gone down 
through the conferences as various matters have come up. 

At. one point we arrived at a point where Mr. Robertson said he 
thought we had reduced an area of understanding, that he thought 1 it 

was ‘possible to conclude the matter, but that he had certain other 
things he had to do. 

I said, “Well, Mr. Robertson, if that is the case, then I know you feel 
you have to do those things, I recognize that you feel in this instance 
you have had a responsibility to the folks from whom you got your 
appointment, and with whom you have to deal, and if that is the 
protocol that has to be done, certainly I will wait over and give you 
time for that to happen. 

Mr. Watxiuauser. Isn’t it a fact that Mr. Dixon has testified that 
the only conference or conversation he had with Mr. Finch related to 
the question of employment of counsel ? 

Mr. Grecory. I understood him to say that he had such a conver- 
sation with Mr. Finch. I don’t know whether he said it was the only 
one or not. 

Mr. Watiuauser. I believe he did testify —— 

Mr. Grecory. I didn’t say Mr. Finch had had conversation with all 
of the Board members. I said it was common knowledge that he had 
an interest in the case, and it was common knowledge in the area that 
he had been active in discussing it. 
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Mr. WautuHAuser. I believe that knowledge has to be based on fact, 
and I believe Mr. Dixon testified quite clearly that the only conversa- 
tion he had with Mr. Finch related to the employment of counsel. 
Whether your impression is correct or not, I don’t know, but I don’t 
want it established on the record that this is a fact that you know 
about—this is not a fact that you do know of your own knowledge. 

Mr. Grecory. I wasn’t there. 

Mr. WatiuHaAuser. All right. 

Mr. Grecory. I am under the impression that if you should ques- 
tion very thoroughly, there were other areas of discussion. I did not 
necessarily get that from Mr. Dixon—that, too, is common knowledge. 

Mr. HouirieLtp. But as I understood your testimony a few minutes 
ago, you said that you were discussing with Mr. Robertson at a cer- 
tain time, and Mr. Robertson was the one that told you that it was 
necessary for him to consult with others? 

Mr. Grecory. No, he didn’t say that. He said there are certain 
other things Lhavetodo. Isupplied the suggestion about what he had 
todo. He didn’t deny it. 

Mr. Houirreip. You supplied it. at that time in conversation with 
him? 

Mr. Grecory. That is right. 

Mr. Houirrevp. And he did not deny it or affirm it ? 

Mr. Grecory. He said he was glad I appreciated the problem. 

Mr. Houirrecp. We can easily explore the matter further with Mr. 
Dixon and Mr. Robertson. 

Mr. Grecory. Might I say at this time that I have had an entirely 
different impression of the problems of this Board since I have been 
back here in attempting to negotiate with them than I ever had of 
the Board before. I have known for years there were difficulties with 
the handling of the understaff, and of the routing of information and 
material through the understaff to the Board. I have seen such able 
men as Mr. McAllister completely frustrated in what they were trying 
todo because of the lack of cooperation of the understaff. 

Here we had a situation where there was personnel not willing to 
follow a policy of the Board, there was a delaying tactic on the part 
of the legal department, there was a lack of coordination, a lack of 
assistance from the people who were there primarily to do something 
for them. 

I don’t know whether they can discharge those people, whether they 
can change them or not. Apparently they haven’t. Maybe the civil 
service is such they can’t get rid of them, I don’t know, but I do know 
that between the time the examiners were in our association and the 
time the information reaches the Board, it is mandatory that we get 
to the Board and set them right and correct them on the information 
and the impressions they have because of the failure of the inbetween 
staff in painting a picture that is an honest picture. 

Now, I think the Board is terribly handicapped in their problem 
of functioning. L think from observation here that a great concern 
was shown over the San Francisco Bank, a terrific concern. 

Well, there are quite a few directors of the San Francisco Bank, 
and there is a rather potent law firm employed by the Bank in Oregon, 
San Francisco, and in Los Angeles, all coordinating to come in, ‘and 
I don’t feel the Board feels their hands are untied in connection with 
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that. There certainly must be exertion of influence from those areas, 
and I think there is. I was astounded back some years ago when Mr. 
McAllister had—I believe it was Mr. McAllister, or at least some of 
the Board members—had put a restriction on the San Francisco Bank 
preventing them from confiscating the association’s bonds until after 
there had been adjudication by the court, and then a later Board, Mr. 
Robertson and Mr. Hallahan were on, and I don’t remember for 
sure—Mr. Robertson and Mr. Dixon were on, but I don’t remember 
for sure whether Mr. Hallahan was, but I think he was—all of a 
sudden, without any reason that we could see, removed that restric. 
tion, as a result of which the San Francisco Bank did confiscate our 
bonds, as I have explained before, we believe in violation of the law, 
perpetrating a fraud on the company. 

We were never able to get the Board to take any aggressive action 
against the San Francisco Bank for doing so. Their hands seemed 
to be tied. They seemed to have a responsibility to the Bank that 
they were afraid to exert. It is true they are supposed to supervise 
the bank system, the various members of it. 

They also have a responsibility to the little shareholders down in 
Long Beach Federal, but the individual shareholders, whose interest 
in a mutual association and whose participation in the reserves of the 
company are comparatively small per person, don’t see to have the 
impelling factor on the Board, they don’t seem to have the impelling 
influence on the Board they should have. As we get into the contract 
that was drawn by the Board’s attorneys and handed to them as a 
proposal to rehabilitate the association, the shareholders were under- 
writing—the little folks whose savings accounts were involved—were 
underwriting the frauds perpetrated by the San Francisco Bank, and 
by the Insurance Corporation in connection with this recent deal 
it was underwriting. 

As a part of that contract, the association was required to accept 
whatever accounting the certified public accountants produced, and 
to receipts for whatever inventory they presented, whether we got 
the documents or whether we didn’t, or where we agreed with the 
accounting or didn’t. 

It is so onesided that it has no semblance of justice in it at all. 

After we had analyzed it, they discarded it. They, themselves, did 
not want to present it, but the point I am trying to make is that there 
are great pressures on this Board from a lot of sources. 

Mr. Hottrretp. Now, what sources? 

Mr. Grecory. I think from this understaff, T think from the San 
Francisco Bank, and I think from the folks who appoint them to 
office. They are condemned if they do, they are condemned if they 
don’t, and in the melee our shareholders’ rights are completely for- 
gotten. 

Mr. Hottrretp. As I have studied this act, it seems to me the act 
gives to the Board adequate power to take care of any kind of pres- 
sure or any kind of subordinate organization, and I do assume that 
the 11 regional bank boards are subordinate to the central bank. 

Is that not so, are they not set up that wav under the law? 

Mr. Grecory. Every act of any of the banks, by statute, is subject 
to approval of the Home Loan Bank Board, but that is the law, Mr 
Holifield—it isn’t the political pressures that may come from the 
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members of the Board and the legal talent that the individual bank 
may hire to exert the legal influence upon—the political influence 
upon the Board. 

Mr. Houirtetp. Then this becomes a matter of the caliber of strength 
ina Board member. If the law gives him the power to direct a re- 
gional bank such as the San Francisco Bank, and he fails to direct 
and allows that bank to more or less become autonomous, or even 
dominant, then this is not a fault of the law, necessarily—this would 
be a fault of the lack of strength on the part of the Board member, 
would it not? 

Mr. Grecory. Certainly if I were a Board member and exerting 
what I believed to be the rights under the law, I would take an 
action, but I have never held an office that was appointive, that was 
political in its inception, where the conduct was under scrutiny of 
11 regional banks from farflung places, where each of them had 
contacts with various of the political powers that be. I don’t know 
what that influence would be. I think there is something lacking in 
either the law or in the delineation of responsibilities of the Board. 

I think something must be spelled out, some standards must be 
spelled out where it isn’t dependent upon whether the person is a 
strong driving character and can withstand those pressures, or 
whether he isn’t. There are going to be varying types of tempera- 
ments appointed to the Board over the years. 

In one instance you may get a strong character who wouldn’t need 
the protection that I am talking about, but the next year we may get 
one who for various reasons is unable to stand up under those pres- 
sures, it may be physical, political, or be whatever they are. There 
must be some standards spelled out if the people are to be protected. 

Mr. Horirretp. There is a “yea” and “nay” vote on the House floor. 
We will have to suspend, Mr. Chairman. 

Mr. Moss. The committee is in recess until 3:30. 

(Whereupon, at 3:10 p.m., the subcommittee recessed until 3:30 
p.m., the same day. ) 

Mr. Horttrretp. The committee will be in order. Mr. Moss asked that 
we proceed, and he will join us in just a few moments. 

Mr. Gregory, will you take the stand, please? Mr. Roback has some 
questions with regard to the agreement. 

Mr. Rosacx. What was the basic difference between the attorney- 
formulated agreement and the one that you had proposed and which 
had been supplemented and amended in discussions with the Board ? 

You don’t have to give every single detail, but what were the basic 
broad differences, and why you felt and why possibly some members of 
the Board felt, as you understood it, that the lawyer-formulated agree- 
ment was not acceptable ? 

Mr. Grecory. Without going into reading the matter in minute de- 
tail, it provided that the association assume the loans that had been 
created by the representative in charge; that the association should 
have a right to pay them off by the transfer of association loans, but 
only upon the approval of the Insurance Corporation. 

It reserved the right to accept or reject with or without cause—in 
other words, there were no standards of what they should accept or 
reject. 
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The contract provided that in the event they rejected, the associg- 
tion was required to pay in cash whatever amounts it did not haye 
sufficient loans to transfer for. 

It provided that the association indemnify the Home Loan Bank 
Board and its various personnel and agencies against all known claims 
and unknown claims which might arise out of ‘the present seizure. 

It provided for a complete release of the personnel of the Home 
Loan Bank Board sufficiently broad that it appeared to us they could 
walk off with whatever proportion of the association’s money they 
wanted to, and we would be without power to force an accounting or 
without power to recover, because we would have released them. 

It provided that the association accept, without a right to object, 
the accounting by the accounting firm selected by the Bos ard, and that 
we receipt for “the property, assets, and documents that they might list, 
and did not give us the opportunity to assure ourselves were there. 
We were obligated to receipt for them whether or not we got the docu- 
ments and assets. 

Mr. Ropack. Was it the sense of the discussion with the Board mem- 
bers that they, too, agreed that this other document was not one that 
any agreement could be reached on ? 

Mr. Grecory. Yes; they did, after we pointed out those elements, I 

vas under the impression that all three Board members had _ not 
realized the fact that it had gone so far overboard; the association’s 
shareholders became almost an unlimited guarantor for whatever 
claims or whatever the various agencies wanted to do. 

They recognized, after we pointed them out, that that was too far, 
and it was unworkable. 

Mr. Houtrtetp. You are telling the committee that this agreement 
would have required you to sign a list of documents without the chance 
to check the list against the actual documents ? 

Mr. Grecory. I didn’t say without the chance to check it, Mr. Holi- 
field, but we were required to sign it whether we got them or not. We 
were to accept their inventory as presented. 

Mr. Hortrterp. As being the final inventory ? 

Mr. Grecory. As being the final inventory. 

Mr. Hotirmrp. Well, you just had a little experience with an 
inventory prepared by the Board in the court in Los Angeles in which 
a $7,800,000 note was not listed, did you not? 

Mr. Grecory. Yes, sir; we have. 

Mr. Horirrerp. And did not the court in that instance order that 
note listed among the assets of the institution ? 

Mr. Grecory. Yes, sir, it did; and ordered it recorded in the county 
recorder’s office so there could be no question about its existence. 

Mr. Howtrtetp. So if you had followed out the lawyers’ requirement 
in that instance, as they were asking you to in this instance, you could 
very well put yourself in the position of being at least embarrassed by 
not being able to require the listing of assets which you knew of and 
which were not listed ? 

Mr. Grecory. I couldn’t justify my position as representing the 
shareholders if I entered into such an agreement. 

Mr. Ho.trrecp. Now, we have spoken of the lawyers. Are you 
speaking now of Mr. Creighton, Mr. Trevas, and the group in the 
Home Loan Bank Board, so far as you know ? 
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Mr. Grecory. So far as I know, Mr. Wilfand drew the agreement, 
and I want to say this for him, that he drew it fairly quickly, so far as 
I know—at least it was fairly short notice. He had not sat in the 
conferences with us. Mr. Robertson wanted him to, but he didn’t 
want to. He wanted to go draw it on his own. 

Mr. Robertson said, as I read a while ago in a memo, that he didn’t 
think they could draw an agreement that would be acceptable unless 
Long Beach Federal was present at the time they put each paragraph 
and clause in, because they didn’t have the background of what 
happened and what we were trying to accomplish. 

Mr. Hortrrevp. In other words, you and the Board had tried to 
work this out on the basis of a compromise settlement without either 
one having lawyers present ? 

Mr. Grecory. Well, not quite that way, Mr. Holifield. Two of the 
Board members were lawyers, Mr. Hallahan and Mr. Dixon. 

Mr. Horirretp. I meant lawyers other than Board members. 

Mr. Grecory. That is correct. 

Mr. Howirrecp. But Mr. Hallahan and Mr. Dixon are both lawyers? 

Mr. Grecory. At the Board’s request, I did not bring any counsel, 
or any other staff members with me, in order to sit in the conferences. 
It was done strictly between the Board members and myself, as such, 
and I thought they attempted to—very seriously attempted to try to 
work it out. I can’t come to any other conclusion in my mind but 
there are other matters other than the terms of the contract—— 

Mr. Watiuavser. Might [ask a question ? 

Mr. Houtrrevp. Mr. Wallhauser. 

Mr. Watinavser. Do you have any hope or expectation that nego- 
tiations may be reopened ? 

Mr. Grreory. I don’t know whether I have either hope or expecta- 
tion, but: let me say this, that I have said that I would negotiate with 
anybody that had even the remotest chance of protecting the share- 
holders of the association. 

Certainly, so far as I am concerned, I am available to discuss with 
and attempt to work out. Now, in this respect I want to say this, that 
I did not feel myself competent to sit down with the staff of the Home 
Loan Bank Board, attorneys from their understaff, and try to match 
wits with them because of the background and vindictiveness that has 
grown up over the years of controversy, and even with the short span 
that I sat with Mr. Wilfand, the matter got argumentative. 

It was difficult for me to explain to him what we were attempting 
to do, and it was almost an impossibility to proceed, although I tried 
toexplain the matter to him. But in event he short period of time, it 
was a difficult problem. 

However, I have told the Board that I thought they probably should 
present it to their attorneys, and should pick out any objections that 
their lawyers had to it, and let them bring up the points, and we would 
sit down and iron out whatever it was, and the board of the associa- 
tion met and adopted a form of contract on July 21 and sent a tele- 
gram to me confirming the adoption and authorization, for me to sign 
iton behalf of the Long Beach Federal. 

After that had been done is when the lawyers took exception to some 
additional matters that they hadn’t taken exception to before, or if 
they had, I hadn’t heard about them, so that we wrote a letter con- 
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cerning the appointment of the CPA on July 21, we wrote another 
letter on July 23 agreeing to restrict on loans in future operations to 
comply with what the Board wanted; and on July 26 we wrote quite 
a letter with a supplement that had numerous points brought up by 
Dr. Husband, manager of the Insurance Corporation, and Mr, Wij. 
fand, the Board attorney, all of which were later included in the 
agreement. 

We brought it up as a supplement at that point. 

After an analysis of these things and of the Board’s objections pro. 
moted by their understaff on July 27, after the lawyers’ analysis of 
supplemental agreement was prepared at the Board’s request, embody- 
ing al] additional points raised, considered by the Board members— 
it was considered by the Board members on July 28. 

On July 29, the Board decided they wanted it all incorporated in one 
agreement. The supplement was added to the agreement and reprinted 
on Saturday, July 30, and that would be the final printed agreement, 
the elements of which I have here on the cardboard before me. . 

Mr. Watiuacvser. Well, as I understand your answer, you would be 
agreeable to another series of negotiations, if you felt that an answer 
could be arrived at? 

Mr. Grecory. Certainly, Mr. Wallhauser. 

Mr. Watiuauser. In view of that fact, do you have any opinion as 
to whether or not hearings such as we are holding now, in which 
charges and counter-charges and disagreements between Board mem- 
bers and yourself are stated openly, whether these meetings might 
not have some effect on possible renegotiations, or continued negotia- 
tions, arriving ina friendly atmosphere at settlement ? 

Mr. Grecory. That is always a possibility. On the other hand, I 
have this point of view. I am stating as nearly as I know how exactly 
what happened. I don’t think the Board members should resent these 
as being facts. If in some areas I have not understood, or they haven't 
understood the matter as I have, they are perfectly at liberty to say 
so, and I will understand it as a difference in point of view, and I 
hope they give me credit for being in real good faith, as I am sure 
they will, what I am saying here, because I want to say this. 

I am not a lawyer, but I leaned over backwards—I leaned over just 
as far as I knew how to do in drawing the various elements of these 
various proposed agreements so that there could be at no time the 
remotest possibility of anybody thinking I was attempting to take 
advantage of the Board. If there was a question, it was resolved in 
the other direction, and I think I have demonstrated to them my good 
faith in doing it. 

Mr. Rosack. Mr. Gregory, it was testified at the last hearing that 
your board of directors adopted a resolution of settlement in October 
1957 is that correct ? 

Mr. Grecory. That is right. 

Mr. Ropack. And there were discussions over a period of several 
years with the Board regarding those proposals as originally formu- 
lated and as amended; is that correct ? 

Mr. Grecory. That is correct. 

Mr. Rorack. Is it a fact that in 1960, some 2 years after you pro 
posed or your board had a resolution for settlement, and various con- 
ferences and interchanges ensued, on January 5, 1960, you were advised 
that there was no basis for settlement ? 
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Mr. Grecory. That is right. ast? | j 

Mr. Ropacx. And subsequently your organization was seized, is that 
correct ? 

Mr. Grecory. Subsequently ? 

Mr. Ronack. The association was seized ? 

Mr. Grecory. That is correct. 

Mr. Ronack. And then these negotiations were resumed. 

Now, is there any reason why these negotiations could not have 
continued? After all, they spent 2-plus years on the October 1957 
negotiations. This could be considered in a sense a continuation, 
could it not ¢ aL) 

Mr. Grecory. Are you asking me why the negotiations could not 
have continued on the October proposed settlement? — 

Mr. Ronack. Let me rephrase it and draw the point more sharply. 
Isn’t it a fact that the negotiations now have to comprehend a whole 
series of new actions on the part of the Board that grew out of the 
seizure ¢ 

Mr. Gregory. That is correct. 

Mr. Rosack. So that if you wanted to have a settlement approach, 
and have it in such a way that there probably would be less rather 
than more problems to settle, the Board could have settled at any 
time since October 1957, could they not ? 

Mr. Grecory. That is correct, they could have. We encouraged it 
every way we knew. 

Mr. Rosack. When these agreements were printed up, were they 
for the convenience of your board of directors, or were they also 
with the general assent and understanding of the Board members? 

Mr. Grecory. I thought we had arrived at a basis of settlement, 
sufficiently convinced that I attempted to get the agreement in final 
form and presented it to our board for approval so that the Board 
here would have the prior action of our board before they acted. 

Mr. Moss. Now, when you presented this agreement to your board 
of directors, did the Federal Home Loan Bank Board members have 
knowledge that you were presenting it to your board ? 

Mr. Grecory. We had discussed procedures, and that was one of 
the elements. As to whether I set down a specific date the board was 
going to meet and consider it, I am trying to remember back in the 
conversations. 

Without going over other notes I can’t say that I said the board will 
meet today and consider it. We had had discussions as to procedure, 
and that was one of the procedures. I proceeded to follow it. 

Mr. Moss. In other words, there had been a discussion with the 
Board members of the need to submit a copy of the proposal to your 
hoard of directors for approval ? 

Mr. Grecory. That is correct. 

Mr. Moss. Was this left as something at some time in the future, or 
Was it discussed with a feeling that it would be accomplished within 
areasonably early period ? 

Mr. Grecory. We were attempting to, as I understood it, conclude 
the thing within the next 3 or 4 days, and it was necessary, if we were 
todo so, that the day or two that it took to get the stuff from California 
would have to be done, so we were attempting—I was attempting to 


follow out what I understood from our conversations to be the 
approach. 
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Mr. Moss. Now, I want to just make an observation in connection 
with the question of whether or not hearings of the type now underway 
are helpful or injurious. 

I ordered a rescheduling of hearings as I believe I indicated [ jp. 
tended doing at about the time of the adjournment of the previous 
hearings, and I did not consult with either the people of Long Beach 
or the members of the Board. That was a decision which T made 
and for which I accept full responsibility because my responsibility 
here is to the Congress which assigned this investigation, and we un- 
doubtedly will have other series of hearings on other facets of the 
Board’s activities before we finally wrap up at the time of the con. 
vening of the 87th Congress, and I shall probably determine on q 
schedule of those hearings again without consultation with eithe 
the members of the Board or the people from Long Beach. 

Mr. Gregory. Mr. Moss, might I say that so fi ir as Long Beach is 
concerned, we think the matters are very grave and are vitally im- 
portant to our community. We think th: at the C ongress should be 
apprised of what has happened to us, and what is happening so that 
the Congress can take into consideration in its future activities what- 
ever course it proposes to follow. 

I have not been ever a proponent of surprise, as I understand the 
understaff of the Board believes necessary sometimes in their oper- 
ations. [ think truth can always stand scrutiny without surprise, and 
I am very willing to so far as it is possible, make my time available 
and that of whatever staff may be required to comply with the com- 
mittee’s schedule, and as I expressed to Mr. Wallhauser, I do not think 
that such hearings jeopardize or should jeopardize the projection of 
the people in our community. 

I do want to point out that while we have been negotiating, the 
association has continued to dwindle in size. During the month of 
July I think the withdrawals were some $22 millon—between the time 
we started our original negotiations and the end of the month. If we 
negotiate long enough, of course, there won’t be much to do except to 
negotiate for what the liabilities of the Board and the Insurance 
Cor poration are, and whether or not the association’s shareholders get 
any part of the surplus. It will have been liquidated, and it is going 
very rapidly in that direction. 

I think, in the interest of the whole savings and loan industry, that 
certain safeguards are almost mandatory and are required; ‘and I 
hope that out of this experience the committee may glean enough 
knowledge as to the manner in which it is handled that it may be able 
to do so. 

Mr. WatiuHavser. If you are not revealing something that you are 
not supposed to reveal, would you mind telling us whether or not your 
board is unanimously behind you in all of these v various arrangements 
that you have made with the Federal Home Loan Bank Board? 

Mr. Grecory. Our board voted unanimously to approve the con- 
tract, but reluctantly on some points. They thought I had gone far 
too far in making concessions and that we had leaned over far too far 
to protect the Home Loan Bank Board and its personnel; and it 
was at one point during negotiations the sh: wreholders committee was 
sufficiently concerned that their attorney came back and had a con- 
sultation with me in connection with it because they had been con- 
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cerned about the length that we were going to in an attempt to reach 
a compromise and work the matter out. 

After we had the consultation, and analyzed the pros and cons as 
to the best way to protect the shareholders in our community, he rec- 
ommended it. 

Mr. Watiuauser. So that it is fair to say, I suppose, that as far 
as your assoc iation’s board of directors is concerned, you have gone 
about as far as you can go in compromising ? 

Mr. Grecory. I don’t know how we could do any more than we have 
done in this contract and still have any semblance of protecting the 
shareholders at all. 

Mr. WatiHaAuser. But apparently the Board or its staff or its legal 
counsel have decided that there are other concessions they wish to re- 
ceive from you, is that your interpretation 4 

Mr. Grecory. No, sir, I don’t believe that is true. I think that we 
have one area of rewording, one paragraph, and that was the one | 
mentioned this morning in reference to the dividends to be paid or 
the adjustment of dividends which may be necessary to pay the share- 
holders between April 22 and June 30. 

I think that that might require rewording. I don’t know of any 
other area that the Board has asked for anything that hasn’t been 
met. 

Mr. WatiuaAvser. Will you review for me briefly, if you will, then 
the Wilfand contract drawn—I will call it the Wilfand contract—— 

Mr. Grecory. That is all right. 

Mr. Watiuavuser. Drawn for the Board, was that acceptable to the 
Board in your judgment ¢ 

Mr. Grecory. No, sir, I don’t think it was. Maybe it might have 
been in the first instance, in the first blush of looking at it, but after 
an analysis of it and a little time on it, I feel confident that not one 
of the three members of the Board would have been satisfied with it. 

Mr. WatitHAvser. Would you have been satisfied with it ? 

Mr. Grecory. I could not possibly have lived under it. 

Mr. Watiuauser. So that the renegotiation or continued negotia- 
tion would have to go back to the original terms of agreement ? 

Mr. Grecory. Not back to the original terms. The final agreement 
that was drawn was drawn after the W ilfand contract. 

Mr. WaALLHAtvseER. So, it was drawn after? 

Mr. Grecory. The final one, that is correct, where we embodied all 
the various elements that they had. 

Mr. Houtrrecp. Mr. Chairman, at some time I want to make this 
request, that this so-called final agreement be submitted to the com- 
mittee for our records, and also the lawyers’ agreement, the so- called 
Wilfand agreement, in order that the members may have true copies 
of that. 

I have some papers sent up here; one says agreement, and a blue 
sheet says supplemental agreement. This has a place for signature 
of the Long Be: ich Federal, the Insurance Corporation and the Bank 
on the back of it: is this what you speak of as the final agreement ? 

Mr. Grecory. That is correct, Mr. Holifield. 

Mr. Houirterp. Is this blue sheet a supplemental ? 

Mr. Grecory, That is supplemental to it. That is the preparation 
that was made at the request of Mr. Hallahan after he said in con- 











1232 LONG BEACH FEDERAL SAVINGS AND LOAN ASSOCIATION 


sultation with Mr. Creighton, it is primarily interpretive of the 
terms of the agreement. As we have the final agreement, there js 
just one. 

Mr. Hottrmxip. When you have a chance to properly identify 
this 

Mr. Moss. I think it is well to do it now, so that we have the record 
clear at this point. 

Mr. Houtrrecp. And may I also ask that the so-called Wilfand 
agreement be submitted by the Board, or by Mr. Gregory—I don’t 
care where it eR from. 

Mr. Moss. Is there any objection to the request? Hearing none, 
the record will be open to receive the agreement at this point. 

Mr. Robertson, is a copy of the agreement referred to as the Wilfand 
agreement available ? 

“Mr. Rozertson. There must be one. I don’t know in what form it 
may be, but you may have it in whatever form it is. 

Mr. Moss. You will supply that then for the record at this point, 

Mr. Ropertson. Yes. (See p. 1344.) 

Mr. Houtrrevp. And will you initial that, Mr. Gregory, so that we 
will be sure—both the supplemental and the main one. 

Mr. Watinauser. May I ask Mr. Robertson one question, if he will 
answer, please. You heard Mr. Gregory state that the Wilfand agree- 
ment was not acceptable to the three members of the Board or to 
himself. Do you concur in that statement ? 

Mr. Rosertson. I think that is correct. 

Mr. WatiHavser. So that the submission of the Wilfand agree- 
ment is not of very great importance. 

Mr. Horrrievp. Except that we want to see what the lawyers’ con- 
cept of this settlement was in relation to the concept that Mr. Gregory 
and the Board worked out. It has been my experience in this case, 
going back to the previous hearings in 1951 and 1952, that this is not 
a new occurrence. There have been many times when the Board, 
when different boards, have tried to settle this, and always the lawyers 
step in and confuse the issue and kill the settlement. This has been 
done a number of times, so it is always interesting to follow up these 
attempts of the lawyers to dominate the Board’s action, and what 
actually amounts to domination of the action, because when the law- 
yers get into the act, then the Board fails to come to any agreement. 

Mr. Waruravser. But in this particular case, Mr. Holifield—I 
am not belaboring the point—in this particular case, the Wilfand 
agreement did not spoil the negotiations, because this was of a later 
date. 

Mr. Hortrtetp. That is right. It only delayed the matter. 

Mr. Rosack. Mr. Gregory, how many agreements were there in 
their different versions ? Can you identify the number? 

Mr. Gregory. How many agreements? 

Mr. Ronack. Yes, or drafts. 

Mr. Grecory. There were 10, and other letters being supplements 
to that would bring it up to a minimum of 14, and probably some other 
minor matters drawn in between the agreements as to wording of para- 
graphs, as to wording of pages and various other things that were 
done. 

Mr. WatiHauser. May Lask a question ? 
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Mr. Moss. Mr. Wallhauser. 

Mr. Wautiuavser. Did you have the benefit of counsel on all of 
these agreements ¢ 

Mr. Grecory. No, sir, I did not. 

Mr. Wauiuauser. For what reason did you not have the benefit 
of counsel ? 

Mr. Grecory. The Board asked me if we could make it a negotia- 
tion between the Board and myself, and leave the lawyers out of it, 
inthe first original instance. 

Mr. WatutuaAuser. I mean after the agreements were reduced to 
writing, did you not have any legal opinion ? 

Mr. Grecory. I sent the agreements back to Long Beach, and there 
the various members of the Board and the association’s lawyer looked 
at it. I had several telephone calls in connection with it before we 
came to a conclusion on it. 

I would not say that I had the benefit of legal counsel in the drafting 
of it. 

Mr. WatiuaAuser. I might say—I mean this in a complimentary 
way, Mr. Gregory, I don’t think you need the benefit of legal counsel. 

Mr. Grecory. Well, sir, I feel that I do. I would have felt much 
easier if we had had. 

Mr. WatituAuser. However, you do, as I get your answer, state that 
eventually your attorney back home did approve the final draft. 

Mr. Grecory. Not only the attorney for the association, but the 
attorney for the shareholders committee, and, as I say, the attorney 
for the shareholders committee came back and had consultations with 
me during the period of time, for a little while, until we got him 
quite thoroughly familiar with what we were trying to do, what we 
were trying to accomplish, what the settlement of an assumption of 
litigation meant to the shareholders in the agreements, what elements 
there were, what the prospects of further liability were on the part of 
the shareholders. 

We reviewed that quite thoroughly. I had a pretty thorough job 
on my hands to do that one. 

Mr. Houtrrecp. Mr. Chairman 

Mr. Moss. First, let us identify for the record the agreement. pro- 
posal, as J-1, and the supplement as J-2, and the so-called Wilfand 
agreement as J—3. 

(Exhibits J-1, J-2, and J-3 appear in the appendix on pp. 1337- 
1347.) 

Mr. Stoane. Did you identify that as the Wilfand agreement, Mr. 
Moss ? 

Mr. Moss. We are going to reserve a spot in the record for the Wil- 
fand agreement, as J—3. 

Mr. Stoane. I see, sir. 

Mr. Moss. However, we will receive the copy of that agreement 
fromthe Board. The reservation is in the record. 

_ Mr. Dixon. We would like to have Mr. Wilfand look at it, that 
is all. 

Mr. Moss. Well, I would like the Board to supply the copy, and 
then there will be no possibility of error. ui 
. Mr. Grecory. I might say, Mr. Chairman, the one you have there 
Is a photocopy of the copy that I was given. 
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(Norr.—The Board staff subsequently confirmed the copy of the 
“Wilfand agreement” supplied by Mr. Gregory. See appendix, 
p. 1344.) 

Mr. Moss. Mr. Holifield. 

Mr. Houirte.p. I wanted to state this point. After going through 
this chronology and noting all the different agreements which were 
reduced, proposals for agreements which were reduced to writing, 
I must commend the members of the Board and Mr. Gregory for 
spending a great deal of time and making what appears to me a very 
strong effort to come to some settlement. 

Now, the fact that they haven’t reached that settlement is another 
matter, but I certainly would not want to say that there hasn’t been, 
as far as I can see, an honest and earnest attempt on the part of the 
four negotiators to reach some kind of a fair settlement that would 
bring this long controversy to a close, and I am of course disappointed 
that it has not occurred. I am still hopeful, and I hope that counsel 
will proceed to find out, No. 1, what the concessions were which Mr, 
Gregory feels that he made in relinquishing litigious positions which 
his association has maintained over the years, and also, if possible, I 
would like to find out from the Board that area which they are not 
yet satisfied on, what points are still in their minds to prevent an 
agreement. 

Mr. Chairman, if that is in order, I would like to make that request 
that Mr. Gregory explain the points of agreement, the proposal for 
agreement which he felt was the final one, and show to the committee 
those areas in which he has relinquished a previous legal position in 
the nature of concessions. 

Mr. Moss. Is there objection to the request ? 

Mr. WatuHaAvser. Reserving the right to object, and I don’t know 
that I will, I do not understand the gentleman from California’s 
request. 

Mr. Hourtrrevp. I would like to request Mr. Gregory to explain—we 
have not yet taken up the agreement which has been presented and 
accepted. I would like for him to explain, point by point, the con- 
cessions that were made on the part of the association, and then I would 
like to have the Board tell this committee what areas they feel are yet 
unresolved, and what they feel that Mr. Gregory should do in order to 
come to a point, if they will. 

Mr. Watiyavser. In other words, you would like to conduct ne- 
gotiations today ¢ 

Mr. Horirretp. No; Iam only asking 

Mr. Moss. The Chair would like to reserve a ruling on that request 
at the moment to give it some thought. 

Mr. Hottrtevp. I will modify my request to ask—we have now ac- 
cepted this so-called agreement. I think Mr. Gregory is entitled to 
explain it. 

Mr. Moss. I would have no objection to that. 

Mr. Howtrterp. I will make the request in that nature, and with- 
draw the previous request. 

Mr. Watiuavser. Mr. Chaiman, may I say something? 

Mr. Moss. Mr. Wallhauser. 

Mr. Warrnavser. In my minority views, which are printed in the 
report, I expressed the hope that there would be a compromise settle- 
ment between the Board and the association, so that I am definitely 
on the record to that effect. 
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It is my considered opinion, however, that to attempt to conduct 
negotiations at a public hearing would not be effective, would not bind 
anyone, aud I think are not properly to be brought before this com- 
mittee. 3% 

I have the firm conviction that reasonable men seated where they 
can talk openly and freely, and can give and take, can arrive at a much 
more equitable settlement than could be done in an open forum such 
as this one is, and I respectfully suggest, Mr. Chairman, that We as 
acommittee do not attempt to act as negotiators between the Board 
and the association, even though I personally am very hopeful that a 
settlement can be made. 

Mr. HouiFieip. I agree with the gentleman from New Jersey that 
we should not act as negotiators. I didn’t mean it in that light at all. 
I think we would be out of place if we did, but I do think that we are 
within our rights as a committee to explore the attempts in regard to 
the majority recommendations to see what has been done, and [ am 
hoping that we can conclude this in plenty of time not to interfere 
with the administrative hearings. 

Mr. Moss. Well, I want to assure the gentleman from New Jersey 
that the chairman does not propose to undertake the role of negotiator, 
and that we will not permit any such procedure in these hearings. 

However, that does not preclude an opportunity for examination 
upon steps which have already been taken in connection with negotia- 
tions which were conducted. 

Mr. WatituaAuser. With that I agree, Mr. Chairman. I have no 
objection. 

Mr. Houtrrevp. I am in agreement with the chairman on that. 

Mr. Moss. Mr. Holifield. 

Mr. Houirietp. Mr. Gregory, will you proceed now and explain to 
us the points of agreement, with which you are in agreement ¢ 

Mr. Moss. Let’s have a clarification. As I recall, the request was 
to discuss the areas where the association had yielded rights in connec- 
tion with litigation or in connection with a right for future litigation, 
isthat correct 

Mr. Horirretp. That is right, and the methods involved in the 
agreement to attain those ends. 

Mr. Grecory. Giving just some 

Mr. Houirrevp. Start at the front of the agreement, Mr. Gregory. 

Mr. Grecory. The first proposed agreement, as I pointed out this 
morning, included the recommendations of the congressional commit- 
tee, and those were later left out. We thought they would embody the 
intent that could be carried out of the whole agreement. We thought 
we lost some protection and some elements out of the agreement when 
we conceded that that should be taken out. 

The original intent was to set out the purposes of the agreement, and 
we wound up with the statement. of the purposes as a mutual agree- 
ment to terminate all litigation and controversies, and there is one 
other provision that they wanted in to the effect. that the agreement 
was made to preserve the association. 

J understood that was wanted for some technicality in connection 
with the Insurance Corporation, and I will run across it as we go down 
through. ; 

Originally, in our original negotiations, we were to have all of 
the cash that had been paid out or advanced by the Insurance Cor- 
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portion plus $20 million repaid by the sale of loans to a trust. It was 
the idea at the time that the trust would be the borrower from the 
Insurance Corporation, it would take the responsibility of ownership 
and management as a trust, and that it would repay the Insurance 
Corporation out of various of its income. 

The association was to receive the amount of interest which would 
be collected above 3 percent, less whatever the costs of the operation 
of the trust were, with a provision that the association should get a 
minimum out of the interest differential of $5 million. That was 
after we negotiated. The $20 million carried through for severa] 
days, and then we assumed the various costs of the present conserya- 
torship and accountings, examinations, and with the right to capitalize 
those against the investment. 

The investment of the Insurance Corporation was to continue on 
the amounts advanced in the original instance until they were finally 
paid out without any limitation on years. Later it was reduced toa 
period of 7 years, and thereafter, at the lowest rate charged by any 
of the Federal home loan banks with the idea that after 7 years they 
would make the loans eligible for rediscount with the Home Loan 
Bank System, and relieve the Insurance Corporation. 

The minimum of investment by the Insurance Corporation was to 
be $50 million for the first 3 years, and still with the association to 
receive a $5 million guarantee. 

The association was to have a right to convert to a State mutual 
and make a bulk sale of assets for the purpose of paying the share- 
holders and place their reserves that had not yet been distributed ina 
trust for the benefit of the shareholders. 

The agreement also provided that the Bellflower Association plan 
of conversion be approved as a part of the contract, and that during 
the pendency of the agreement the Board not take any precipitous 
action without prior notice as per section 5(d)(1) of the Home 
Owners’ Loan Act. 

The Board lawyers advised me, when they finally got into the later 
additions, that they were not in a position to waive the section 5(d) 
(1), and I agreed with them after an analysis that they were probably 
correct in their approach, and that was taken out. 

Mr. Dixon suggested that, instead of using the trust for the pur 
chase of the loans, the association make the sale of loans direct 
to the Insurance Corporation, and do the servicing itself, and in that 
way we would save the cost of the trust, and it would be a direct 
relationship between the Insurance Corporation and the association. 
That was on the third draft of agreements, and there the minimum 
balance of the purchase by the Insurance C~ poration was to be $50 
million for a period of 4 years in lieu of | .2 $5 million minimum 
guarantee theretofore included. 

The differential on interest to continue for 10 years, but after the 
7th year the differential to accumulate to guarantee the sale of 
loans at the end of the 10th year, so the Insurance Corporation would 
be paid out at approximately that time. 

The association reserved the right to repurchase any loan which had 
not been before included, and a new plan, or a plan of selecting the 
loans between what the association should keep and what the Insurance 
Corporation should take was set up, a plan of segregating loans. 
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Also, in that agreement, we set up the first approach at the three 
alternate plans of the Bellehurst loans, which included the Boyar offer 
of May 5, 1960. ‘Those three plans were modified from time to time as 
negotiations went on, but this was the first segregation and separated 
out into three approaches to the handling of the Bellehurst properties. 

In the fourth plan, the association included a specific agreement not 
to enforce any claims against the Bank Board or the Insurance Cor- 
poration in the event of a judgment in connection with the San 
Francisco Bank if it failed to settle. 

Then we got down to the provisions—the withdrawals of the asso- 
ciation were getting fairly heavy by July 12, 1960, and some concern 
was expressed as to the amount running up maybe to $60 million in 
order to meet the requirements, and that was getting to be a large 
amount to carry over a period of years, so we arrived at a provision to 
reduce the $50 million loan purchases before the association should 
merge, and the Insurance Corporation may resell the association loans 
to the extent of the surplus and the reserves in the event of a merger, 
and that the association take 75 percent of its share income or deposits 
until it was reduced to $50 million, but with the provision also to 
assure the association that it would give its minimum $5 million guar- 
antee, that for the first 4 years the amount of loans should not be 
repaid in excess of 15 percent a year, or if they did, the Insurance 
Corporation would permit reinvestment and substitution of loans. 

At this point Mr. Hallahan in particular was concerned about the 
Bellehurst properties, and seemed to want to get some supplemental 
understanding or agreement in connection with it, so at his request I 
asked Mr. Boyar for a telegram which is on the back of the proposed 
agreement and incorporated in the final one, the substance of which is 
that he offered to put up interest during the foreclosure period, make 
payment of a loan of $2,250,000 in full, and leave the Metrim proper- 
ties as additional collateral until he had completed the buildings, and 
toapply for a firm bid at the foreclosure sale. 

In that we also had a requirement that the hillside property— 
that had been discussed as a borrow pit—be defended against use 
asa borrow pit. They at that time decided that the authorization to 
merge the Long Beach Association or the Bellflower Association were 
matters that were peculiarly within the rights of the shareholders of 
the association, and the Board should not approve or reject it, but 
with the understanding that that was up to the shareholders what 
action they took if they wanted to convert. So the specific approval 
for conversions came out of the agreements at this point with the un- 
derstanding that the supplemental letter would be written saying 
why they came out, that it was the prerogative of the shareholders 
and not the prerogative of the Board to determine whether or not 
they should convert. But in that agreement, in view of those things, 
there was included an authorization for Equitable Savings & Loan 
Association to purchase in excess of 25 percent of its assets for the 
purpose of aiding and paying the shareholders in the event they did 
decide toconvert and liquidate, 

In the next couple of agreements, later that was out. The next 
revision was in reference to increasing the attorneys’ fees for the 
San Francisco Bank, and the next one—that one included, also, a 
statement 
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Mr. Houtrretp. May I interrupt you there and say that the position 
of your association had always been that those fees should be set by 
a court? i 

Mr. Grecory. Our position was that we didn’t owe anything, and 
we are very willing to have the court set them. We thought if there 
were ever any intention of asserting a claim against us, a court should 
determine it. 

In the next revision we considered that there had been substantia] 
withdrawals from the association. It no longer had the size that it 
had when we first started to negotiate. It was down to $35 or $36 
million in size, and we agreed that the liquidity that had originally 
been set at $20 million be reduced to $15 million, which would also 
reduce the amount of investment by the Insurance Corporation from 
$60 million to $55 million. 

We set up a new formula for the selection of loans a little more to 
the liking of some of the understaff after the Board had discussed 
with them, I believe, and provided that the Bellehurst loans stil] 
owned by the Acron and Vulturon companies be set up on a partici- 
pation basis where the association would own half of them, own half 
of the loan, and the Insurance Corporation own half of the loan, so 
we had a joint participation in the operation as savings and loan 
associations are authorized to participate with other companies. 

It also provided that the Fullerton Country Club be included in 
such participation, and that it be retained as additional collateral 
until such time as we had decided the loan’s principal on the various 
individual houses had been repaid in sufficient amount that we were 
willing—— 

Mr. Houirterp. This is additional collateral amounting to an ap- 
praised value of about $4 million, I believe? 

Mr. Grecory. Well, it provided the Fullerton Country Club $1,500, 
000 did not have to be paid off, so it would be somewhere in excess 
of $2 million as additional collateral, but in addition to that, also, 
there was then left at this point $10,574,000 of unencumbered Metrim 
properties, and the $900,000 released from the industrial property, 
plus the $2 million from the country club which made an excess col- 
lateral of $13,480,000 to guarantee a total of $15,188,584.81 of Vul- 
turon and Acron loans in addition to the properties upon which the 
loans were made. 

In this agreement there was a provision set out for the release of 
excess collateral and the basis upon which it could be released. Mr. 
Dixon had asked me if I would object to reorganizing the board of 
directors. He said it would be helpful if we did, and would show 
some concern and consideration that the Board had given to man- 
agement. It would be easier for them if we reorganized the board, 
so we agreed to a formula for the reorganization of our board, and 
in a letter dated—my letter of transmittal was dated July 18, 1960, 
but it also transmitted a letter from Mr. Trammell, attorney for the 
shareholders’ committee, wherein he agreed to either the additions or 
reorganization of the board, and to support such a program. _ 

We arrived at that point to the agreement which the board of diree- 
tors of Long Beach Federal approved, and that is in substance the same 
as the final agreement, with certain exceptions. There was added toit 
a loan limitation that the association wouldn’t lend to any one builder 
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more than 10 percent of the association’s assets at one time for con- 
struction loans, and that the association had been using disbursement 
trusts for on-site improvements placed in outside trust companies. 
That was to be eliminated, as to the on-site improvements, with solely 
association personnel to sign. The board of directors should adopt— 
the Home Loan Bank Board should adopt—a resolution authorizing 
the association to execute the agreement, and that final agreement to 
include a termination of the seizure order, the restoration to the asso- 
ciation officers and directors of their rights, the return of the property, 
books and records. The association’s officers should receipt for them. 

It expressed the purpose of the agreement to return the association 
for normal operation—that was the one that the Insurance Corpora- 
tion wanted that I couldn’t find a minute ago. 

The minimum liquidity to be furnished by the Insurance Corpora- 
tion prior to or concurrent with the return of the association was 
$15 million. Sythe 

They defined what creditor liabilities were as used in the agreement. 

It authorized the capitalization of specific items which are included 
on page 6, paragraph 4; the cost to the Board for the examination 
during 1960; cost of supervisory agent in charge, including expenses 
of personnel if any; costs if any of the Willhoit claim; costs or ex- 
penses incurred in items to be charged off as a result of the prior con- 
servatorship, costs of payment by the association to shareholders or any 
who were shareholders on April 22, 1960, to compromise or otherwise 
settle claims including loss of dividends, or otherwise based upon the 
appointment of a supervisory representative in charge, or any acts 
appertaining thereto; the amount of attorneys’ fees and costs paid 
to the San Francisco Bank to settle the San Francisco Bank litiga- 
tion; and all of those items, costs of the association in the agreement 
A to F above, may be amortized by the association over a period of 5 
years. 

Also, as an additional cost, the association was to terminate all litiga- 
tion, that is terminate its claim against the Home Loan Bank Board 
for failure to account, the 11-year controversy over accounting ; assume 
the obligation to the bonding company for any matters arising from 
it, the Turner titles, the San Francisco Bank litigation. 

We think in the San Francisco Bank litigation, as I explained be- 
fore, that the association would, if we could prosecute it to its con- 
clusion, get a minimum of $10 million as a result of their activities 
and what we are entitled to a return of, so the association would be 
waiving that, plus the other items. 

The obligations of the association to the Insurance Corporation were 

to be liquidated fully by the purchase of loans by the Insurance Cor- 
poration. 
_ The loans purchased were to be guaranteed, in this respect, that the 
interest differential to which the association was entitled pursuant to 
the contract, that amount above 3 percent, could be used to pay any 
delinquent interest on any loan purchased by the Insurance Corpora- 
tion, and to pay any principal losses. 

I might point out that the average rate would be about 3 percent 
above the 3 percent collected by the Insurance Coporation, or a total 
of 6, and that normally a mortgage insurance company charges a 1 
percent fee to guarantee a loan, so the amount available actually to 
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guarantee those loans is about three times the amount of a commercia] 
mortgage insurance company. 

The minimum amount of loans to be purchased was $55 million, 
The loans were to be selected on an alternate basis until the association 
got whatever amount it was to receive, with the right of tke Insurance 
C orporation to reject a specific loan if there were some reason for jt: 
but provided that they take a participation in the Vulturon and Acron 
loans as heretofore explained; that the contract. include the Boyar 
letter and the Boyar telegram setting out the excess collateral, as | 
explained a few minutes ago, and a formula for the release of the ex- 
cess collateral; the terms of the loan servicing agreement between the 
association and the Insurance Corporation; the method in which the 
association is to account to the Insurance Corporation, and how often, 
quarterly ; and that would conclude pretty much what was in it, except 
the supplemental agreement. 

Reading the supple mental agreement, most of it is an interpretation 
of some clause in the main agreement, and doesn’t add a great deal 
except as interpreting it. 

In substance, that is what the agreement provides. 

It took a great deal of time, and a lot of effort to draw these various 
agreements, as you folks must appreciate, because it took hours of 
discussion, as you noticed this morning, to arrive at anything near 
an understanding as to what should be involved ai what should be 
covered and the manner in which it should be. I think it is a workable 
agreement both from the standpoint of the Home Loan Bank Board 
and the Insurance Corporation, and I think the association will come 
out better by making the concessions they have than they would if 
they continue litigation for a lot of years. 

I think that the shareholders will fare better in the long run, and 
so will the community. 

Mr. Horirterp. In your opinion, if this type of agreement were 
made, do you believe the at within a period of, say, 10 or 15 years you 
could br ing the institution back up to the point in the community that 
it was when the Board seized it ? 

Mr. Grecory. My estimate on that, Mr. Holifield, is nothing like 
that. The average loans that the Insurance Corporation would be 
buying, their average life is about 7 years, so although we put a 
maximum of 10 years, there might be some straggling loans over that 
length of time, I think the Insurance Corporation would be out sub- 
stantially whole in about 7 i years. 

I think that the association would regain its accounts and its in- 
vestments in not 10 or 15 years—I think in 4 or 5 years we would be 
back to the amount that was seized. 

The community reception has been excellent as far as the public 
is concerned, in the prospect of there being a settlement and then the 
prospect of their having an opportunity to regain their surplus and 
their reserves and reestablish their confidence in Government. 

Mr. Horirre.p. The alternative to having a constructive rehabilita- 
tion of this firm is its liquidation within a very short time, is it not! 

Mr. Grecory. There is no question about that. Those that are left 
are primarily waiting to see what happens. The publicity that there 

was a possibility of a settlement has helped a great deal in stabilizing 
the situation out there, but at the point—if there is such a point ar- 
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rived where there is no opportunity of settlement, no a unity of 
reestablishing the company, it is my opinion that the substantial pro- 
yortion of the remaining accounts will be withdrawn. 

Mr. Houtrtrevp. It is an amazing thing to me that you still have more 
than $30 million on deposit there without any obligation on the part 
of the institution to pay interest on it. How do you account for that? 

Mr. Grecory. Well, the people want to believe in the Government. 
They want to believe that the agencies of Government can’t get away 
with this. They are very willing to risk something to help establish 
that fundamental principle, and I think that is the basis on which 
they are staying there. 

It is our estimate that another $30 million of those who have with- 
drawn would almost—well, within a matter of a comparatively short 
time return to the association if it were returned. 

There was in the discussions that if there was a liability to anybody 
on account of the dividends that the people lost between April 22 and 
June 30 that there also might be a liability if the association were 
returned and converted and made a distribution of surplus, so in the 
course of discussion we had agreed that before a distribution would 
be made, all of the people who had been shareholders of the associa- 
tion be advised so that they could bring their funds back and partici- 
pate in the distribution. By giving them such an opportunity, it cer- 
tainly would eliminate the liability. If they brought the funds back, 
it would be wonderful. If they didn’t, there would be no damage done, 
but we could eliminate the liability. 

It is the estimate of the folks in the association, that have been in 
the association, of the leaders in the savings business that we have had 
there, that approximately $30 million would come back in a compara- 
tively short period of time if we were reestablished on a basis that we 
could assure them against another seizure, if we could assure them that 
some safeguards had been set up to safeguard their savings. 

I want to point out, and a great many times you hear that the In- 
surance Corporation is essential and is the thing that causes savings to 
be invested, and that maintains the savings in an institution, but I 
want to point out that Long Beach is slightly different in that respect. 
Our shareholders sued the Savings and Loan Insurance Corporation 
in 1948 or 1949 and they defended upon the basis that Congress had 
not designated an agent upon whom service of process could be made. 

Mr. Hortrretp. I remember that very well, and that was why the 
provision was put in the 1954 amendment. 

Mr. Gregory. That is correct. 

Mr. Hotirteip, And it was the result of the hearings of my commit- 
tee at that time in 1951 and 1952 that we brought out the fact that here 
was a regulatory body of the Government that could act without the 
lability of receiving suit, could act capriciously, could act arbitrarily, 
could act punitively if it willed, and then could refuse process, and 
there was no place where an aggrieved individual could go by law and 
get redress for grievances, and for the first time we wrote in the 1954 
amendment that one phrase that this corporation had to be a corpora- 
tion that could not only sue, but must designate agents to receive the 
process of suit. 

Mr, Gregory. The people in Long Beach are—many of them are 
part of an action attempting to recover against the Insurance Corpora- 
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tion. At that time they were unable to do so. They remember that, 
and the question has been asked over the period of years, with all the 
legal help that you have had, if you can’t collect for us, how could we 
do it, and that isa part of what is in the public’s mind who have with. 
drawn during this period. 

Then there is one other thing that has come as a great shock to the 
public, the very broad provisions relating to the supervisory repre- 
sentative in charge—if you will read them—say that he succeeds 
to all the rights and privileges of the officers, directors, and share- 
holders. One of the privileges of the shareholder is to withdraw his 
funds. The question that has been asked, not once but hundreds of 
times, does that mean that he has a right to withdraw my money? Does 
that mean that he has a right to transfer that any place he wants? 
Does that mean that I have to sue him as an individual, or go chase him 
down and find what went with him in order to get my funds? 

This is an assignment of my funds, as I read the jaw, and this is an 
element of great concern to the public and justly so. It is one of 
the matters that I hope your committee will consider as you consider 
legislation. 

Mr. Hortrrerp. There is no place in the statute that gives the board 
of an association the right to take those rights away from a share- 
holder, is there ? 

Mr. Grecory. No, sir; there is not. 

Mr. Horrrterp. But once the supervisor in charge is put into the 
position of control, he is given that right, not only over the associa- 
tion, the rights of the directors, but he also has control over the share- 
holders, is that right ? 

Mr. Grecory. That is right, that is a very broad provision, and 
among the questions that have been asked, and I think justly asked, is 
“Well, in the first instance, now, we thought the law was unconstitu- 
tional, and we as a group of shareholders went to the Supreme Court, 
and we asked the Supreme Court to declare it so. The three-judge 
court did declare it so, but the Supreme Court said in substance that 
it was a Federal enactment, the shareholders had taken the benefit of 
that enactment, and they could no longer deny its constitutionality. 

In other words, as it is now couched with ‘the law here, the partici- 
pants in a Federal savings and loan association are not guaranteed 
their constitutional rights. They are estopped from asserting their 
rights by the Mal/onee-Fahey decision. 

We have to look at what the law covers in the broader sense, if we 
are to protect the shareholders under a Federal enactment, than we 
would if it were a State, because taking the benefits of the Federal 
enactment, according to the Supreme Court, we are estopped from 
asserting our constitutional rights, which means that the representa- 
tive in charge would walk off with the $30 or $40 million of the asso- 
ciation’s money, and they can’t claim back on that on the basis that 
it is an undue seizure, or lack of process as guaranteed by the Con- 
stitution. 

Mr. Hottrteip. The Congress has enacted a law which bestows that 
authority upon him. 

Mr. Grecory. That is correct. 

Mr. Hortrrerp. And any redress would have to be from another 
source ? 
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Mr. Grecory. It has to be an equitable redress. Now, I think under 
the law that we are fairly close to it in the 1954 Housing Act by mak- 
ing these various agencies subject to suit, the sue and be sued cl: ause, 
and it came a long step toward some protection, because it did bestow 

upon the courts the equitable opportunity to protect them. But as a 
matter of constitutional guarantee, I think Congress should give 
that some real thought, because the matter of estoppel was used as a 
defense to perpetrate the fraud on our shareholders in the 1946 seizure. 
We didn’t go far enough in our 1954 Housing Act to completely 
cover that. It isan important element. 

Mr. Ropackx. Mr. Gregory, when all this discussion about the in- 
adequacy of the bond came up, if the shareholders didn’t have any 
rights, who is the bond protecting in this case 4 

Mr. Grecory. I think the shareholders have rights, Mr. Roback. I 
think they are equitable rights, not legal rights. I think there is an 
intent that the supervisory representative in charge not embezzle, ab- 
scond or walk off with their money. Although he may have a legal 
right to do so, I think equity goes beyond that, and I think there is an 
area in which a bond would cover him, and that was one reason for the 
reaching for the faithful performance bond, that was one reason we 
thought he should be bonded for faithful "performance as well a 
against absconding with the money under a misappropriation sili 
ophy. 

We were attempting, as a part of getting a bond, to at least give a 
protection that might not be otherwise afforded. 

While we are on the subject of shareholders’ protection and share- 
holder rights 

Mr. Hoxirretp. You know, there is one thing, referring to a claim 
reported in the Los Angeles "Examiner of August 10, by “Mr. Robert 
Webb, chairman of the Shareholders Protective Committee. He said 
the supervisory representative failed to explain how a warrant for 
cane! hundred thousand dollars payable to the association had fallen 
into the hands of attorneys for the delinquent Bellehurst developer. 

Can youshed any light onthat? It isa curious item to me. 

Mr. Grecory. In the Bellehurst properties, the Metrim Co., there 
was a condemnation proceeding for a school site. The judgment ran 
$325,000 or $329,000 plus interest. The judgment was in favor of the 
Long Beach Federal Savings & Loan Association pursuant to the 
terms of the credit documents. Mr. Ault testified that he had seen 
the warrant that had been drawn by the treasurer, but it was in the 
hands of the attorney for the borrower, Mr. Jones. "T don’t know how 
it got in his hands. 

So far as I know, he is not entitled to it. The judgment itself is in 
favor of the association, but he testified it was there, and he also 
testified he had taken no action to recover it. 

Now, that is about it. 

Mr. Hotrriexp. And no one knows how this warrant got into the 
hands of 

Mr. Gregory. No, sir; I don’t know. 

Mr. Houirrevp. I wonder if Mr. Wyman knows. Mr. Trevas, do 
you know ¢ 

Mr. Trevas. I know what Mr. Ault testified to, and Mr. Gregory’s 
testimony just now is only part of his testimony. 
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Mr. Hotirrecp. That is fine. Give us the rest of that. 

Mr. Trevas. The rest of his testimony was this attorney « came in 
and said he had a warrant for $325,000 in payment of a school site. 

Mr. Honiriztp. Who was it made out to? 

Mr. Trevas. The attorney said he didn’t know who made it out, 
the attorney held a warrant in his hand in the office and said that 
they would need a reconveyance, or a release signed by Long Beach 
Federal S: avings & Loan Association to the county in order to recelye 
that check. He said he was adv ised that this man Jones and his 
attorney had agreed to waive $30,000 in interest. They had agreed, 
Long Beach Federal had not agreed, neither the former management 
nor Mr. Ault, and therefore would not give the county a conveyance 
releasing them and taking that check in full payment of it because 
the association was entitled to an additional $30,000 in interest as he 
understood it, and the testimony, if I recall, went on to say that they 
went and had another conference with the county attorney to find out 
what could be done about it. Ault wanted the money, but he didn't 
want to take and give a reconveyance for that piece of property and 
forfeit $30,000 in interest which the association had, and I think Mr. 
Gregory may know that Mr. Creighton spoke to George Trammell, 
the attorney for the shareholders, and asked whether he has any views 
on it, and he said he would have to consult Mr. Gregory, and then he 
came back and told Mr. Creighton that as far as he and Mr. Gregory 
were concerned they saw no point in the association waiving $30,000 
that they were entitled to, and that is the posture of it now. 

Mr. Rosack. How did Ault lose possession of it, that was the 
question ? 

Mr. Trevas. He never had possession of it. I don’t know how the 
attorney walked in with it. 

Mr. Rorack. How did it get in the hands of the lawyer ? 

Mr. Trevas. I can only assume the county delivered the check to 
him—this is an assumption—to go to Long Beach to obtain the recon- 
veyance of the property, and the check was being tendered in payment 
of the reconveyance. 

Mr. Ropack. Since you are advising us about this— 

Mr. Moss. What was the payee on the check ? 

Mr. Trevas. To the best of my knowledge, the payee was Long 
Beach Federal. The attorney was the attorney who represented the 
fee owners. The fee owners’ claim to the property was encumbered 
by the lien that Long Beach Federal had. 

Mr. Moss. You mean a county, where a warrant is usually drawn by 
the auditor, or the county treasurer, or someone in the county man- 
ager’s office, could deliver a check to other than the pavee ? 

Mr. Trevas. It has been my experience in life, Mr. Moss, that nor- 
mally it would be made payable to both, and you would need both 
endorsements. 

That would have then been the assumption. I would normally 
assume the check would be made out to the fee owner and the lien 
holder, and you would have to get the endorsement of both. Of 
course, Mr. Gregory has spent a lifetime in Long Beach and probably 
has handled other condemnations and could help the committee. I 
never saw the check, and I am merely trying to be as helpful as I can 
on the basis of the testimony that I heard. 
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Mr. Moss. I can’t understand how it could be delivered to other 
than ibe payee hy the county. 

Mr. Trevas. I don’t suppose the check was good to anybody but to 
Long Beach, and if it was delivered on the condition they eet a 
reconveyance to the county, so they have a free and clear title to it, 
and I would assume they could only get a free and clear title by having 
arelease of all the liens—— 

Mr. Rozackx. You don’t know how the attorneys got hold of the 
warrant / 

Mr. Trevas. I don’t. 

Mr. Ropack. Neither did Mr. Ault. The question is unanswered. 

Mr. Horirrevtp. I don’t understand how the check made out to the 
association would be delivered to the Bellehurst developers. 

Mr. Trevas. It is a point of interest to me. 

Mr. Horirreip. I suppose it is the Jones-Walker group it was de- 
jivered to, though it was made out to Long Beach Federal. In any 
event, I would assume that the Jones-Walker people couldn't cash the 
check. 

Mr. Trevas. They don’t do anything with it. It wasn’t worth any- 
thing to them, but they ‘ undertook to waive the interest, the associa- 
tion didn’t, and that is ‘why the deal couldn’t be consummated. 

Mr. Horirrevp. In other words, the Jones-Walker people were will- 
ing to give up some of their interest in order to get their hands on 
the money ? 

Mr. Trevas. Precisely. 

Mr. Houirtretp. But Mr. Ault was not, and I think rightly so, be- 
cause it would be up to him to try to preserve such interest as was 
due on the loan. 

Mr. Trevas. That is right, sir. 

Mr. Grecory. Mr. Chairm: an, I might say in that connection, the 
judgment entered in that case, as I underst: ind it, of itself conveys 
the title and releases the lien or encumbrance in connection with the 
Metrim property on which it is placed. 

Mr. Ropacx. The fact that the court made the award, that in itself 
acted or served in lieu of a reconveyance. 

Mr. Grecory. That is right. The warrant, the judgment itself 
was in favor of the Long Beach Federal Savings & Loan Association, 
alone, not jointly with anyone else. It had been originally drawn 
by some of the attorneys with the idea of m: aking’ it jointly, but the 
trust deed which we have does not provide that, and the association 

did not want a joint check. They wanted all of the funds for Long 
Beach Federal, and they had insisted upon the judgment being upon 
that basis. 

Now, the only reconveyance that Mr. Jones or his lawyer could 
want would be to reconve y other property than that condemned. In 
other words, they are using, apparently, the check or warrant already 
belonging to the association in a bargaining position attempting to 
get a reconveyance of other property. ‘The only thing that 1s neces- 
sary to do to clear it up is to walk over to the Orange County and 

direct the Treasurer. If he is unwilling to do so, get an execution, 
and excute upon the county fund for the full amount of the judg- 
ment, plus the interest. If Mr. Jones made a side agreement to 
waive the interest, then he should pay the association for it. The 
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association didn’t make such an agreement. That is his responsibility, 
if it is his agreement. ‘ 

Mr. Moss. Mr. Wallhauser, do you have any additional questions 
of Mr. Gregory ? 

Mr. WautiHauser. No, I do not. 

Mr. Moss. Mr. Gregory, I thank you for your appearance this 
afternoon, and I would ask that you stand by and be available to. 
morrow morning at 10 o’clock in the event we require additional 
testimony from you. The committee finds it necessary to meet to. 
morrow at 10 in room 1501. 

It is our desire to complete this phase of the hearings tomorrow, 

Mr. Grecory. There are two other items that I think are important 
in consideration of legislation that are evidenced by activity within 
this case that I should like to present—they are not long—I don't 
mean now, but tomorrow or whenever it is convenient, that I believe 
would be helpful to the committee. 

Mr. Moss. Yes. All those who were requested to appear today will 
return tomorrow morning at 10 in room 1501. 

The committee will now stand adjourned until 10 tomorrow 
morning. 

(Whereupon, at 5:04 p.m., the subcommittee adjourned until 10 
a.m., Saturday, August 27, 1960.) 
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FEDERAL HOME LOAN BANK BOARD SEIZURE OF LONG 
BEACH FEDERAL SAVINGS & LOAN ASSOCIATION 


SATURDAY, AUGUST 27, 1960 


House or REPRESENTATIVES, 
SPECIAL SUBCOMMITTEE ON THE 
Home Loan Bank Boarp, 
OF THE COMMITTEE ON GOVERNMENT OPERATIONS, 
Washington, D.C. 

The subcommittee met at 10 a.m., in room 1501—B, New House Office 
Building, Washington, D.C., Hon. John E. Moss (chairman of the 
subcommittee) presiding. 

Members present: Representatives John E. Moss, Chet Holifield, 
Neal Smith, Clare E. Hoffman, and George M. Wallhauser. 

Also present : Herbert Roback, staff member ; and James A. Lanigan, 
Associate General Counsel of the Government Operations Committee. 

Mr. Moss. The subcommittee will be in order. 

Mr. Robertson and Mr. Dixon, would you gentlemen take a seat 
up here # 

Mr. Roback. 


FURTHER TESTIMONY OF ALBERT J. ROBERTSON, CHAIRMAN, 
FEDERAL HOME LOAN BANK BOARD; ACCOMPANIED BY IRA A. 
DIXON, BOARD MEMBER; EDWARD E. SLOAN, SIMON H. TREVAS, 
AND GEORGE W. MURPHY, JR., ATTORNEY-ADVISERS; JOHN M. 
WYMAN, DIRECTOR, DIVISION OF SUPERVISION ; AND LAWRENCE 
M. WALTERS, ASSOCIATE DIRECTOR, DIVISION OF EXAMINATION 


Mr. Rosacx. Mr. Robertson, you stated to the committee at a pre- 
vious hearing that if there were any undue concentrations of loans 
in the savings and loan industry, that Mr. Wyman would know about 
it. Then a discussion ensued, and the committee requested informa- 
tion on loan concentration designating comparable institutions, com- 
parable in size, and after the failure of the Board to produce that 
information, subsequently Mr. Wyman presented to the committee a 
statement or a tabulation which purports to be comparative data re- 
lating to certain Federal associations of southern California. (See 
exhibit K-11, p. 1364.) 

Now, will you explain, Mr. Wyman—do you have a copy? 

Mr. Moss. Mr. Wyman, would you come forward, too? 

Mr. Rosertson. Could Mr. Wyman sit over there, Mr. Chairman? 

Mr. Moss. Certainly. 
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Mr. Rosackx. Mr. Wyman, do you—as Mr. Robertson indicated to 
the committee—do you know anything about loan concentration jn 
the savings and loan industry ? 

Mr. Wyman. Well, our knowledge as to concentration is based on, 
primarily based on reports of examination, except of course as a 
summation as we have made here in terms of a relationship of the 
amount of construction loans made within a given period to the total 
loans made within the period or to the average savings capital of the 
association. 

These particular computations, which I have just last described, of 
course, do not disclose any information as to particular or individual 
projects, or as to the number of borrowers who may be invloved, nor 
as to the performance of those borrowers on loans. It would be only 
from examination reports which, as you know, are not made as of 
even dates, but at various dates throughout the year. It w as only from 
that that we could get that supplement: al information, which is of 
course an important factor in evaluating the lending operations. 

Mr. Rozsack. Now, did you ever have 

Mr. Moss. Excuse me. As long as we are going to discuss the con- 
centration of construction loans, I think we should have an agreed- 
upon definition of a construction loan. I think it would be well to de- 
velop that quite clearly on the record so that we can have no area of 
misunderstanding. 

Mr. Rozacx. Mr. Wyman, will you respond to the chairman’s 
request ? 

Mr. Wyman. Well, in its more simple outlines, a construction loan 
is a loan made for the purpose of financing the construction of im- 
provements on land, either a home or a combination of home and 
business property, or a commercial property to the extent permitted 
by statute. 

The question as to when such a loan would cease to become a con- 
struction loan is, of course, an important question in that, and one as 
to which there is no regular definition. 

Mr. Rogpacx. Did you make an analysis of the Long Beach loans 
to determine which were no longer construction loans, “which started 
out as construction loans? 

Mr. Wyman. May I have that read back to me? 

(Question read.) 

Mr. Wyman. Well, as a practical matter, yes, in this sense: That 
loans which started out as construction loans continued to the point 
where funds had been used either in whole or in substantial part. 
There remained beyond that houses which had not been completed, 
houses which had been completed and sold. 

Mr. Rosack. How much were the Bellehurst loans written down 
by being no longer construction loans? 

Mr. Wyman. I couldn’t answer that question. 

Mr. Ropackx. You don’t have that information. Now, have you 
ever had a supervisory problem with loan concentration other than 
Long Beach ? 

Mr. Wyman. Yes, we have, but I can’t—I am obliged to answer that 
question out of general knowledge on recollections, without being 
able at this moment to identify any particular institution. But I 
do know that over the years we have had concentrations. 
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Mr. Rovack. Have you had any in the last year? 

Mr. Wyman. I don’t recollect any, Mr. Roback, but by that I 
wouldn’t want that to be construed as saying that there haven’t been, 
but I do not at this moment recollect any within the last 12 months. 

Mr. Rosack. Are there loan concentration problems indicated in 
some sections of the country more than in others ? 

Mr. Wyman. Well, of course, here we are dealing with a term which 
probably has to be defined in relationship to the entire context of 
ope “ations. : 5 ~s ‘ 

I would say that—I would answer it this way, that it is not a situa- 
tion which is not found in other parts of the country. There have 
been instances of loan concentration in various parts of the country. 

Mr. Rozacx. Is it usual or unusual, or does it strike you as a po- 
tential supervisory problem, if the construction loans by an associa- 
tion run, in dollar volume, to 60 to 80 percent of its total loans? Does 
that signify a problem ? 

Mr. Wyman. Well, if we were able to identify the construction loans 
outstanding, as distinguished from the meee portion of loan 
yroceeds which shows up on a financial statement as loans in process, 
but which may not represent the true situation as to the total amount 
of construction loans on the books, and if we were able to identify 
that and as and when we are able to identify it, I would say that that 
ig a very substantial construction. Iam talking now about construc- 
tion loans outstanding at any given time. 

Mr. Ropackx. Do you believe that it is usual for the total volume 
for the volume of construction loans relative to the total loans of an 
association, if they run from 60 to 80 percent, is that an unusual 
situation ? 

Mr. Wyman. Well, again, I have to qualify the answer this way 
that if the percentage of construction loans outstanding was 80 per- 
cent—I believe that is the percentage that you used—I would say that 
that is a very substantial percentage of construction loan investment. 

Mr. Ropack. Do you have an operating ratio that you use as a 
standard? Do you have some kind of benchmark ? 

Mr. Wyman. No; we do not have, because there is no regulation, as 
I testified a day or two ago. 

Mr. Ronack. When you see 80 percent of an _association’s loan 
business in construction loans, does that raise a red flag to the super- 
visor ? 

Mr. Wyman. Well, yes; I would say it would. It certainly has 
done so in certain instances, where it represented an overextension, 
really, of an association’s obligations to pay out funds beyond any- 
thing in sight in terms of available cash resources to meet those obli- 
gations. 

Mr. Rosack. You submitted comparative data which showed that 
of—— 

Mr. Moss. Let’s clarify this, because we have been talking of con- 
struction loans in ratio to total loans. We have now had i injected into 
the discussion another factor which seems to bear rather important tly 
upon the question, and that is the ratio of construction loan commit- 
ments to available cash resources. Now, have we reflected on that 
table any such ratio factor? 
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Mr. Ropsack. The only categories that are reflected, Mr. Chair- 
man, outside of an identification of these associations in terms of their 
asset level, size level, are the relationship of construction loans to 
total loans of the association—and this is in 1959—and the relation- 
ship of construction loans to average capital. The average capital, I 
take it, is a simple average of the years 1958 and 1959. 

Those are the only categories that are reflected. 

Mr. Wrman. Might I comment just briefly on the 

Mr. Rosack. Now, what is the significance of the relationship of 
construction loans to cash ? 

Mr. Wyman. I beg your pardon. I didn’t get that. 

Mr. Rozacx. Will you restate the point ‘that you made, that the 
chairman commented on with respect to the c: ash position of the 
association ? 

Mr. Wyman. Well, that is a very involved matter, I can assure 
you. 

The statute, section 5, I believe it is, of the Federal Home Loan 
Bank Act, provides that a member of a Federal home loan bank may 
not make any loan when the cash and obligations of the U.S. Govern- 
ment held by the association are less than a percentage fixed by the 
Board in its regulations, which shall be not less than 4 percent 

of withdrawable savings nor more than 8 percent of withdrawable 
savings. 

Mr. Ropack. What bearing does this have on construction loans? 
This is a requirement that all associations must observe ? 

Mr. Wyman. That is right. 

Mr. Ropack. Regardless of their construction portfolio? 

Mr. Wyman. That is right. 

Mr. Ropack. So we are talking now—-let’s keep on the subject of the 
construction loans. 

Mr. Wyman. I wascoming to that. 

Mr. Ropack. Oh, fine. Proceed. 

Mr. Wyman. To illustrate or to explain the matter insofar as I can, 
within the framework of the statute, for example, we would find and 
have on occasion found associations which had the regulatory 6 percent 
of savings in the form of cash or Governments or both, but which had 
loan commitments that were very substantial and which really stood 
as an encumbrance, if you will, against that 6 percent of cash, which, 
if it reduced to a net basis, would leave the association without any 

“ash resources whatsoever. 

Mr. Ho.irrevp. Isn’t that the same thing as saying that if all insur- 
ance policies were paid off in 1 day that it would break ever y insurance 
company in the world? Isn’t that about the same thing as saying 
that Isn’t it true that your loan commitments are made on the basis of 
anticipated deposits and anticipated payoffs of existing loans, the 
current returning cash coming in to take care of the commitments? 

Mr. Wyman. Yes; that is correct. 

Mr. Hourrretp. Then why do you bring up this point ? 

Mr. Wyman. Well, I bring it up to explain, as best I can, as I said, 
within the framework of the statute, the types of situations which we 
come across where it appears that associations have gone beyond a 
prudent point in committing themselves. 
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Mr. HoutrreLtp. What is that prudent point? Is that established by 
regulation ? 

Mr. Wyman. No. 

Mr. Houtrtetp. Or by whim and fancy of some examiner ¢ 

Mr. Wyman. No,sir;itisnot. And I would—may I say—— 

Mr. Houtrtetp. Or is it established by the varying judgment of dif- 
ferent examiners, or is it established by your evaluation of the exam- 
iners’ reports? Do you, within your own mind, decide what is prudent 
for each institution 4 

Mr. Wyman. No. Those matters are generally handled, with rare 
exceptions, by the supervisory agent, and his analysis of the examiners’ 
report, and in his comment on the general financial and commitment 
practice. ye i 

Mr. Houirrecp. And lacking a regulation, isn’t it true that this is 
part of the very essence of business management which is primarily 

laced upon the directors of an institution, to exercise prudent business 
judgment ‘ 

Mr. Wyman. That is correct. 

Mr. Houtrtevp. In the relation of their loans? 

Mr. Wyman. That is correct. 

Mr. Houtrrecp. And their commitments ? 

Mr. Wyman. That is correct. 

Mr. Houtrterp. Let’s not fog up the issue, then. Let’s stick to the 
construction loans average that we are trying to determine here. 

Mr. Ropackx. Now, Mr. Wyman, the table which purports to be a 
comparison of the five associations in southern California which are 
in the high category, as it is designated here, 1959, there is a list of 
associations, six of them, including Long Beach, which gives assets 
in millions of dollars as of the close of December 31, 1959. Now, are 
those the assets of the five largest associations in the State? 

Mr. Moss. In the area. 

Mr. Ropack. In the 11th district. 

Mr. Wyman. I believe they are. 

Mr. Rorack. Now, the largest one listed here is California Federa 
Savings & Loan, in Los Angeles, with assets at the end of 1959 of 
$522.418,000. Is that the biggest association in California or in the 
district ? 

Mr. Wyman. That is the largest Federal savings and loan associa- 
tion in California. 

Mr. Rorack. I believe all these are Federals ? 

Mr. Wyman. These are all Federal associations. 

Mr. Rorack. We are talking about Federals. Now, of those five, 
Long Beach appears to be, with $114 million in assets—this was before 
the seizure, of course—that is the sixth in rank of those six ? 

Mr. Wyman. I am not certain that that is the case. 

Mr. Rosack. There might be others intervening; is that right? 

Mr. Moss. Well, I think it would help expedite things if we refer 
not to rank in the State or in the area, but rank on the table which 
was supplied to the committee. 

Mr. Ropack. I am trying, Mr. Chairman 

Mr. Moss. Maybe we can be precise. 

Mr. Rosack. I am trying to interpret this table with Mr. Wyman’s 
help, Mr. Chairman. 
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Mr. Moss. Yes. 

Mr. Rogack. Can you tell us the significance of the rank order of 
the associations on this table, on this sheet of the table which is the one 
before the last in the compilation which you submitted? It is the one 
before the last. 

Mr. Wyman. What we undertook to do here was to pick the five 
largest associations, in terms of their assets. 

Mr. Rowack. The five largest ? 

Mr. Wyman. Yes. 

Mr. Rorack. Is Long Beach the sixth ? 

Mr. Wyman. That is a question I can’t answer. I don’t know 
whether there might be some other one in between there. 

Mr. Ropack. You can advise us later on that point. 

(Subsequently the following list of associations was submitted :) 


Total assets 


10 lz a gest Federal associé ations in California at Dee. 31, 1959: (millions) 
‘alifornia Federal Savings & Loan Association, Los Angeles : — 

Coast Federal Savings & Loan Association, Los Angeles . i106 

rap a a i lt i tee seit fate snuck 
Home Federal S: avings & Loan Association, San Diego = 203 
Fidelity Federal S savings & Loan Associ: tion, Glendale_______- ; 173 

San Diego Federal Savings & Loan Association, San Diego 151 
Long Beach Federal Savings & Loan Association, Long Beach 114 
Western Federal Savings & Loan Association, Los Angeles 109 
Los Angeles Federal Savings & Loan Association, Los Angeles 5 ke 
San Francisco Federal Savings & Loan Association, San Francisco____ — 88 

10 largest Federal associations in 11th Federal Home Loan Bank District 
at A 31, 1959: 

California F eder: il Savings & Loan Association, Los Angeles z 529 
Coast Federal Savings & Loan Association, Los Angeles_____________ 406 
Glendale Federal Savings & Loan Association, Glendale__________ 300 
Pacific First Federal Savings & Loan Association, Tacoma, Wash_____-~ 287 
oe Federal Savings & Loan Association of San Diego__________ . 2 

Fidelity Federal Savings & Loan Assoc iation, Glendale, Calif comes « TE 

San Diego Federal Ss av ings & Loan Association, San Diego 151 
Long Beach Federal Savings & Loan Association, Long Beach__________ 114 
Lincoln First Federal Savings & Loan Association, Spokane, Wash_____ 112 
Western Federal Savings & Loan Association, Los Angeles__..________ 109 


Mr. Wyman. The reason we added Long Beach is because we felt 
certainly the committee was interested in a comparison and we wanted 
to do our best to give the committee as much information as we could 
on it. 

Mr. Rosack. Now, will you explain the second column. After giv- 
ing the five largest, I notice that they are not all carried forward in the 
second column. Why didn’t you carry the same associations across! 

Mr. Wyman. Well, that second column, starting from the left here, 
is simply the percentage of construction loans mi: ide | ry each of those 
associations in 1959 to the total loans made. 

Mr. Ropack. Do I see California Federal Savings & Loan in the 
second column ? 

Mr. Wyman. No; I beg your pardon. The second column consists 

f the five, six if you include Long Beach, five associations out of that 
= ire group of Federal associations where the percentage of construc- 
tion loans made in 1959 to the total loans made in 1959 was the highest. 

Mr. Ropack. In other words, California, while it might be highest 
in assets, does not appear because it didn’t have any high percentage to 
be included in the sec ‘ond column, is that right ? 
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Mr. Wyman. Well, it might or might not. 

Mr. Rosack. So that the second ec ‘olumn represents the highest ratios 
of construction loans in dollar volume to total loans of those associa- 
tions listed? ‘That is, these are the associations in southern California 
which have the highest ratios of construction loans ? 

Mr. Wyman. The total loans made in 1959, that is correct. 

Mr. Ronack. Allright. Now, with respect to those, and the highest 
one is Garden Grove Federal Savings & Loan, with 83.2 percent ratio, 
have you caused any—have you made any inquiry as to the structure 
of that portfolio ? 

Mr. Wyman. I don’t recall any inquiry as to that matter. 

Mr. Rosack. Isit unusual? I mean, does it look unusual that there 
would be 83.2 percent in construction loans? 

Mr. Wyman. Well, the mere fact that 83 percent of the total loans 
made by the association in 1959 were construction loans would not, 
of itself, be cause for 

Mr. Ronackx. We understand that. 

Mr. WyMAN (continuing). Alarm. I mean there isno—— 

Mr. Rosack. The figure—— 

Mr. Wyman. Condemnation of construction loans, per se. 

Mr. Rowack, Looking at the figure, it has no supervisory signifi- 
cance to you; it that what you say ¢ 

Mr. Wyman. No, it does not. 

Mr. Ronack. If it doesn’t have any supervisory significance to you, 
you don’t think we ought to place any supervisory significance upon 
it? You see, we are trying to find out whether this is responsive to 
the committee’s inquiry. We wanted to find out whether the volume 
of construction loans in the issue of concentration as a supervisory 
problem, had any significance. In other words, is it important as a 
supervisory problem “whether the loans are 1: arge, or whether the loans 
are small, talking about aggregate volume of construction loans in 
ratio to the total ? 

Mr. Wyman. That was not what I was able to discern from the 
transcript. The colloquy with respect to that matter, I was not able 
to discern that. 

Mr. Rozack. But you don’t know, Mr. Wyman, you don’t know, as 
a matter of fact, whether there is any concentration or not in these 
listed associations, do you ? 

Mr. Wyman. Well, it, of course, again comes back to the definition 
and the full meaning of the term “concentration.” 

Mr. Ronack. It is an elusive concept ? 

Mr. Wyman. In terms of borrowers- 
_ Mr. Ropack. It has many possible meanings, does it not, the word 
“concentration” ? 

Mr. Wyman. That would come out, if it was anything of major 
importance actually or prospectively, it would come out in the exami- 
nation reports. We would not be able to determine that from our 
annual reports by the associations. 

Mr. Ronack. Have the examiners made any commentary about those 
associations with regard to concentration ? 

Mr. Wyman. Well, the examiners would report the facts in their 
report of examination, if it appeared that there were practices which 
would be questionable. 
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Mr. Rosack. I asked you a specific question. 

Mr. Wyman. They would do that. 

Mr. Rorack. I asked you a specific question. I know, of course, 
examiners are supposed to record what they believe looks like it ought 
to be questioned. I am asking you whether there has been any re- 
port of concentration with respect to any of these organizations listed, 
all of whom, except Long Beach, and I am talking about the five 
highest, have construction loans which are three-quarters or more of 
their business, their loan business? 

Mr. Stoane. I don’t believe we can make that deduction from 
this 

Mr. Rorack. I didn’t ask you, Mr. Sloane. 

Mr. Stoanr. I understand. I thought Mr. Moss would be inter- 
ested in keeping the record clear 

Mr. Ropack. Mr. Moss hasn’t expressed an interest at this time. 
Please defer. 

Mr. Stoane. All right, sir. 

Mr. Rogack. Mr. Wyman, did you answer the last question ? 

Mr. Wyman. Will you read it back to me? 

(Question read.) 

Mr. Wyman. To the best of my recollections, the answer is “Yes,” 
in one instance which I do recall, but some years ago. 

Mr. Rozsacx. You know, Mr. Wyman, your examiners are supposed 
to have an intelligent curiosity. Do you have an intelligent curiosity 
about these figures? 

Mr. Wyman. Well, we have to maintain that attitude of mind, of 
course, within good sense, we hope, and balance, and endeavor to eval- 
uate the facts and the operations of the institution as they are re- 
ported to us by the examiners. 

Mr. Rosack. Of course. Now, where an institution has 75 percent 
or more of its loan volume, that is, of its dollar loan volume in con- 
struction loans, taking California, would that be suggestive—I mean 
would it be likely that that would be concentrated in a few 
developers? 

Mr. Wyman. Well, it would depend on a variety of things. 

Mr. Ropackx. We know what hypothetical possibilities are. But 
what is the likelihood? Is it likely that if there is 75 or 80 percent of 
an association’s business in construction loans that these would be 
concentrated or not concentrated? What is the likelihood? You 
are the most experienced supervisory official in the country, Mr. 
Wyman. 

Mr. Wyman. I am not sure that I understand the question. 

Mr. Rosack. Well, are these construction loans—let me rephrase 
it. Are these construction loans made to an individual, do-it-yourself, 
homebuilder ? 

Mr. Wyman. No, no. 

Mr. Rosack. Are they made to a fellow who builds two houses? 

Mr. Wyman. Comparatively small amount, insignificant amount 
of loans are made on that basis. 

Mr. Rozack. Most of them are made to big developers, aren’t they! 

Mr. Wyman. That is the common practice and I would say that is 
true. 
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Mr. Rozack. So that if an association had 80 percent of its busi- 
ness in construction loans, the likelihood would be large that they 
would be concentrated, wouldn’t it ? 

Mr. Wyman. Well, I can’t 

Mr. Ropack. If you can’t answer, Mr. Wyman, I don’t know any- 
pody in the country who can answer. 

Mr. Wyman. The point of this is simply this: This is merely, as 
you know, an average or rather a percentage based on the construction 
joans made within a year. 

Now, many of those construction loans may be short-term loans. 
They may be 6 months’ loans, 9 months’ loans, 10 months’ loans. 

Mr. Ropack. So the concentration—— 

Mr. Wyman. Or anything lessthan 12 months, let’s say. 

Mr. Houirretp. And we established yesterday on the record that 
those are the most profitable types of loans for the institution. They 
get the highest return in relation to the combination of interest and 
points charged for making a construction loan. Is that not true? 

Mr. Wyman. Well, that is in the record. 

Mr. Houtrrecp. That is in the record and it is the truth, isn’t it? 
You know—— 

Mr. Wyman. Other things being equal, yes, of course. 

Mr. Houtrretp. Yes, yes. Weil, there is no use in your hedging. 
When you make a conventional loan to a small builder and you m ake 
it at 6 per cent, you get 6 percent. 

But if you m: ake a series of 100 or 500 loans to a big dev eloper, and 
for the privilege of furnishing large sums of money, you not only get 
the 6-percent interest, but you get 6 points for that short-term loan, 
you get a tremendously highe r ratio of earning on the same amount of 
money, Same relative amount of mone V; is that not true? 

Mr. Wyman. Well, that should be true, it would be, of course. 

Mr. Houirtetp. Yes, yes. 

Mr. Wyman. The point I wanted to make, however, if I may, is 
simply this, that many of those loans which go to make up this 80 per- 
cent or the 80 percent that is in this column, may have been and many 
of them no doubt were, short-term loans. 

Mr. Houtrretp. That has nothing to do with it, if it is a construction 
loan. 

Mr. Wyman. Which would, of course, show up as a part of the 
total construction loans made within the year, but which at any given 
balance sheet date, let’s say, would make an entirely different percent- 
age here from what this computation reflects. 

Mr. Moss. Then is it your position that the concentration of concern 
to you is in a particular type of construction loan, one which is char- 
acterized, we will say, bya longer term ? 

Ts that the item of concentration which you watch? 

Mr. Wyman. No, not necessarily so, not necessarily. It could be 
perfectly 

Mr. Moss. Well, now. Mr. Wyman, you have been examining or 
directing the examination of these institutions for a great many years 
and whether or not you have criteria spelled out by regulation, you 
know full well that in order to do your job with any degree of im- 
partiality, that you have in your own mind arrived at certain relation- 


ships which alert you to concern when they appear on an examiner’s 
report or a supervisor’s commentary. 
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Now, the committee is trying to determine from you the genera] 
benchmarks applied in determining when an institution requires spe- 
Cc lt ul attent ion. 

Now, I am going to relate this to a legislative problem: It is not 
unusual for this Congress to spell out, by law, certain rel: ationships 
or ratios. We may very well, in this committee decide to recommend 
such legislation. I don’t know what we are going to do on that. So 
in seeking your best advice, as the man best qualified in board per- 
sonnel to give it, we want to know the ratios applied by you, generally, 

Mr. Wyman. Well, I would like to answer your quest ion simply 
and directly, and I hope 1 may be permitted to do so. 
fr. Moss. All right; you can proceed without any interruption 
as long as we stick to the answering of this question, because it is of 
eres ul impor tance. 

Mr. Wyman. I find it necessary, however, to make some comment. 

Now, I would say that generally, if we got a report of examination 
which showed that an association had 40 or 50 percent of its assets 
represented by construction loans, we would be concerned. We might 
be concerned with a lesser percentage if we found present some t: ingible 
difficulty which obviously could put the institution in danger. So 
it might var y somewhat with the total context of the circumstances, 

But to give you the best answer I know how to give in the circum. 
stances, and then I would like to comment on this matter, I think that 
if we got an examination report where 40 or 50 percent certainly 
more than 50 percent—at any given time is in the form of construe- 
tion loans, we would cert: inly look at it quite carefully and see 
whether or not it wouldn’t be wise for the management to evaluate 
that thing and determine, maybe, upon a more moderate course, with 
respect to the matter. 

Now, in my own judgment, for whatever it is worth, I am personally 
convinced and have been convinced for quite some time, reaching back 
far beyond anybody’s thought that there would ever be an investiga- 
tion by this subcommittee or any other, that there is an urgent need 
for—as I put it a day or two ago—some stop signs, some speed limit 
signs out there by which this matter can be dealt with uniformly and 
forthr ightly ande ffectively. 

I am confident that our Board can certainly speak for itself, but I am 
confident from discussions that I have had with our Board, that our 
Board feels substantially that way. 

Mr. Houirrexp. How long have you felt that way ? 

Mr. Moss. Let’s hold it until he finishes up. I would like to get 
this finally in context. Go ahead. 

Mr. Houten. All right. I withdraw my question. Go ahead. 

Mr. Wyman. The Board has had under consideration at least the 
outlines of a regulation. Whether the extent to which the Board 
would be able to regulate in the case of St: ate-chartered savings and 
loan associations, or something of that sort, is something that I am 
not able to answer and make no pretense at being able to answer. But 
I do feel that with a business here, which is no longer 3 or 4 or 5 bil- 
lion dollars, but some 60 billion, or whatever the figures are, making 
12, 14, 15 billion dollars’ worth of loans every year and dealing with 
a substantial part of the savings of some 25 sillion people in this 
country, that there ought to be a sensible, reasonable regulation or 
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statute, if that is necessary, that would establish uniformly the yard- 
sticks and the limitations by which to deal with this thing, because 
itisa matter of great importance, in my judgment. 

Mr. Moss. Now, in addition to the ratio of loans to assets of the 
institution, the total assets of the institution, where you have ex- 
pressed the conviction that somewhere in the area of 40 to 50 percent, 
certainly over 50, that there are elements of danger, what other 
factors would you feel important to be considered in spelling out the 
stop signs or guideposts ? 

Now, we have talked of concentration of a general category of loans. 
However, there has been expressed and certainly implicit in orders 
13372 and 13440 has been a judgment of the Board relating to a 
concentration of another type, a concentration of total, or of a part 
of the total construction loans in a limited number of borrowers. 

Now, there again, if we are going to try to arrive at some reasonably 
definitive position, do you have a conviction as to the type of concen- 
tration which would be permitted or tolerated in this area / 

Mr. Wymay. I think there should be a limitation on the amount 
of loans which an association might at any one time have outstanding 
to any one borrower, or upon the security of any one project—and I 
am bound to talk here now in rather general terms without the preci- 
sion of legal phraseology. I think there should be also a limitation 
in terms of the relationship between commitments outstanding. And 
I would include in that all obligations outstanding, and the cash posi- 
tion, including Government securities at the time. 

I would think that there should be a restriction or a limitation. I 
think it should be as liberal as reasonable prudence would permit, 
because these institutions certainly in my judgment again—for what- 
ever it is worth—should not be so restricted that they can’t meet the 
needs of an expanding economy and a growing population by the 
financing of homes. 

At the same time, surely there must be some relationship, or there 
ought to be some relationship in the rule book, if you will, between the 
amount of commitments or obligations or things payable, if you let 
me take a little poetic license here, and the amount of cash resources. 

I think in those three respects particularly there should be restric- 
tions or regulatory provisions, as well as in terms of the aggregate 
amount or total amount of construction loans that an institution might 
have outstanding at any one time. 

Mr. Moss. This would have two very important benefits, wouldn’t 
it? It would aid you in your job of supervising and it would aid 
the supervised institution in knowing what the rules were, wouldn't 
it? 

Mr. Wyman. Yes. And you can’t supervise properly unless they 
do know what the rules are. 

Mr. Moss. That is correct. 

_ Mr. Wyman. That is basic in my experience, and in my judgment 
it is basic. It is absolutely among the imperatives of the business. 

There are many, many aspects of that thing, many factors involved 
which I have not touched on. One of the more frequent problems 
We have in supervision of savings and loan associations is the rather 
haphazard and imprudent disbursement of loan proceeds. There 
should be regulatory provision for that. The California statute has 
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it. The Ohio statute has it, and I am confident that the statutes of 
the other States have it. I haven’t looked them all up. But those 
provisions or safeguards are also among the essentials, because we have 
had the experiences where in one instance a $5 million association 
made a loan of about $1 million to finance a hundred houses and paid 
the money all out, and nothing resulted but about a couple of dozen 
holes dug in the ground. 

Ultimately, the association journalized the entire loan off the books 
by sliding it over to other loans of the same borrowers and it was a 
chaotic situation, most unsound. And there are those areas. The 
matter came up in the testimony a few days ago, a statement by 
someone, some member of the committee, I believe, with respect tp 
the matter of financial statements. Of course, or dinary business pru- 
dence would seem to require that in lending sizable amounts of 
money—and I am thinking about operative builders now—that just 
elemental prudence would require a financial statement to be obtained 
and to be maintained in the records of the association, and that if they 
kept on doing business with the same man or builder for a series of 
years, he would do just like the other borrowers have to do; he would 
be expected to bring it up to date occasionally so it would be reasonably 
current. 

There is no requirement in the regulation on that. 

I am not thinking in terms of a formalized credit report from a 
credit reporting agency. I am thinking in terms of the substance of 
a statement of the financial position of the borrower to which he 
certifies and which would provide in the records of the institution at 
least one of the little things that would, maybe, make it unnecessary 
to refer to such a matter ina hearing of this kind. 

Mr. Moss. Wouldn't it be perhaps advisable to, either by regula- 
tion or statute, to require that (1) it would insure it would ‘be avail- 
able to you and to your examiners; and (2) it would relieve the insti- 
tution of any discretion? They would just have to inform the bor- 
rower, and the borrower knowing that all institutions had the same 
rule, would be forced to comply ? 

Mr. Wyman. Well, to answer that question, of course, the circum- 
stances under which these associations operate over this big country 
vary greatly. 

There are associations operating where some member of the board 
of directors, for example, will know virtually every person to whom 
the institution makes loans. I know that to be a fact of my own 
personal knowledge. And many other people in this country know 
that to be a fact. 

Mr. Hottrre.p. Isn’t this true of the banking industry ? 

Mr. Wyman. It may be. 

Mr. Hottrietp. The same thing is true. You have small country 
banks, you have little city b: anks, and then you have the big city banks, 
and you have this same variation of conditions in the banking world 
that you have in the savings and loan function; is that not true? 

Mr. Wyman. Yes. 

Mr. Horirtetp. And is it not true that they have regulations which 
apply to the small country bank, as well as the big city bank, and that 
there are differentiations in the regulations in regard to reserves and 
discount rates, and so forth? Hasn’t that all been formulated? 
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Mr. Wyman. Yes; that is correct. That is correct. The point— 
only one point I w: anted to mention was that it is a very involved sub- 
ject which has to recognize the variety of conditions. 

Mr. Hoirrexp. Of course there is, and you have your banking— 
your nation chartered into 12 Federal Reserve regions, and you also 
have 11, I believe, savings and loan regions, in view of the fact that 
you consolidated ‘ 2 in California. in the W est Coast there, into 1. 
You did have 12 which were consonant with the Federal Reserve areas, 
generally speaking, and you now have 11. And it is very common for 

the different Reserve banks in the Federal Reserve regions to issue 
regulations and procedures which conform to the needs and exigencies 
of that particular region, is it not? 

Mr. Wraan. Well, in certain important respects that is true. 

Mr. Houirrevp. I think the general answer to that is “Yes.” 

Mr. Moss. I would like to develop this if I could for a minute. You 
were wanting to make a point on this, you said. 

Mr. Wyman. The point [ wanted to make is this: This is a very 
involved subject, it isn’t a simple subject at all. It is something as to 
which great care has to betaken. There are a thousand things or more 
that have to be taken into consideration in the formulation of a thing 
of this sort. And I do know that our Board has given a great deal of 
study to the matter. 

It is a matter which, as I stated a day or two ago, I believe, is 
definitely under consideration. What the ultimate decision by the 
Board would be and what their views are at the moment is, of course, 
a matter that I would not be able to testify about. But I have en- 
deavored to give to you my best judgment as to what is necessary, in 
my judgment, on one of the most important aspects of the oper ration of 
these associations and of their examination and of their supervision 
in the interest of uniformity, and a forthright discharge of responsi- 
bilities that rest on the supervising agency and the regulatory agencies 
that Congress has set up. 

Mr. Moss. I want to say that I agree with you. I think that the 
spelling out of standards for guidance is of the utmost importance, 
whether it be done by regulation or whether it be done by statute. I 
think the need is clearly demonstrated. It would make life easier for 
the associations, it would make life easier for the supervisory agency. 

I think there is another important factor that enters this picture, 
and I would like to have your comment on it: This is a very competi- 
tive business, is it not ? 

Mr. Wyman. Well, I think that that should be a fair statement, 
that it is. 

Mr. Moss. Right now we have institutions giving trips and dinner 
sets and luggage and everything under the sun to entice a dollar in 
the door. I am not sure that this is good. I am not certain that in 
this area we can apply all of the fanfare of advertising budget promo- 
tion and maintain the soundness we should seek. 

The good promoter and the great merchandiser may not be the most 
prudent management. 

Then there is another area of competition over which I expressed 
concern in the last hearings and which I have watched very carefully 
in the last couple of months, and that is the advertising of rates paid 
on savings. And I have noted, Mr. Robertson, that there are a great 
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many rate signs, not even making the diflicult-to-interpret statement 
of “current rate.” They just have a rate, period. 

Mr. Houirieip. Right here in the city of Washington ? 

Mr. Moss. Right here in the city of W: ashington, I passed one the 
other evening, “Four percent on savings.” No “current rate,” nothing, 
I have seen some of them advertise it as a current rate. I think this 
is an area where we need to have a clear understanding on the part of 
every depositor that the rates advertised were those last paid, and not 
a guarantee on current deposits. 

We may even have to consider some means of having the distributor 
banks or the regional banks, whatever they are called, undertake to 
determine a rate which would prevail in a district or region. 

I think we are pointing toward something here whic h could be most 
embarrassing to the feder ‘ally chartered institutions, if things should 
tighten up suddenly. They might just not meet their prospective 
rates. Some safeguard should be established to insure people are paid 
what they think they are going to be paid. 

What is your comment on that? Do you have any view on it? Do 
you think there should be a clear understanding ? 

Mr. Wyman. Well, I do have some views on it. Those views may 
not reconcile too closely with what I gained—the impression I gained 
from some of the comments you have made. 

Mr. Moss. ‘That wouldn’t offend me at all. We are seeking here 
the views of people who are informed. 

Mr. Wyman. I think this: We have to recognize that these associa- 
tions are doing business, insofar as we can forecast or foresee, will 
continue to do business in very competitive circumstances. 

[ think that as a practical matter, an association should be able to 
forecast its operations with practical certainty, barring some debacle 
that we hope never occurs, for the next 6 months. 

For example, the statutes of California, as you know, provide—and 
[ can’t quote it, but they provide in substance that so far as asso- 
ciations having investment certificates are concerned, the ‘y may and I 
think shall, within a period not to exceed 20 days or 30 days prior to 
the beginning of the interest-paying period, determine what their rate 
shall be, and they must do it not later than “X” number of days after 
the expiration of that period. 

In other words, they are permitted to make that determination, and 
it is subject to veto or modification, I believe, by the savings and loan 
commissioner of California, but I believe the statute provides that if 
he doesn’t act on it in 15 days or some approximate number of days, 
that that is it, he can’t act on it after that. The point being, however, 
that you have a provision there where associations may forecast their 
operations for a period of as much as 6 months. I frankly think that, 
as a practical matter, these institutions have to be able to indicate with 
honesty, with honesty and as certainly as prudent management is able 
to do, what they expect to pay in the next. 6 months. I think that they 
shouldn’t try to project themselves beyond that point. But they do 
that with respect to everything else, with respect to everything else, 
practically, in their operations. 

They know how m: iny passbooks they are going to have in the next 
6 months, they estimate that. They buy them. They may be a few 
short or they may be a few over. They know what they are going to 
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need by way of every item of equipment, virtually, and they forecast 
those things, and they have got $20 million of mortgages here on the 
books, paying 6 percent, or 5, or 614, and with a few, maybe not even 
any delinquencies. And why shouldn’t they be permitted, forth- 
rightly, openly, without any equivocation, to ‘forecast their dividend 
operations for the next 6 months ? 

Mr. Moss. I don’t think we are as far apart. My concern is over 
the fact that a fellow here over at the service station goes regularly 
into a savings and loan and deposits his dollars. He has seen that 
sign on the window, and it says 4 percent. I will bet, you ask him 
and individuals like him, in the thousands, and they are convinced 
that they are, in fact, gus aranteed 4 percent. 

Now, if we are going to permit advertising to bring them in, recog- 
nizing that one institution might put a 414-percent sign up and the 
other one sticks to a 4, when that sign goes up, that should be the rate 
guaranteed for a period in advance, not an assertion of a rate paid in 
the past. ; 

Mr. Wyman. Well, I don’t know what the legal situation would be, 
but morally when these associations come out and say current rate at 
xX percent, anticipated rate, so on, we expect to pay so-and-so, the 
simple, obvious intent and meaning—or else it is a complete empti- 
ness—is to tell people that we are going to pay you X percent. That 
is all there is to it. It is one of the simple facts of life. It is inescap- 
able. We have got it with us. And you have got some 25 million 
shareholders of these associations right now that have got money in 
these institutions with some right to expect that if they leave it there, 
they are going to get a dividend of such and such a percent. 

Mr. Horirrenp. Mr. Chairman 

Mr. Wyman. I think there should some restrictions on it. I think 
it should be required that management and the board of directors, 
before any announcement is made, ‘that they shall make a determination 
and that that shall be made a matter of record in their minutes showing 
that this is just not some frivolous, flippant, hasty act by some in- 
dividual, but that it does represent the earnest, serious consideration 
and conclusion by a board of directors and that they have forecast 
their operations for the next 6 months, as to that particular matter. 

You asked for my views on it, and that sums it up. 

Mr. Hottrretp. Mr. Chairman. 

Mr. Moss. Mr. Holifield. 

Mr. Horirretp. Mr. Wyman, I have sat here and listened to you 
for the last 30 minutes and you have made a very clear statement of 
what you thought we should have. I made some notes as you went 
along. : 

I can say that in general, I am in accord with what you have said. 
You said that you felt th: . stop signs should be established in these 
areas of c oncentration, as I understood it, not only in relation to con- 
struction loans, but in relation to percentage of loans to individual bor- 
rowers, in relation to the whole. Is that a correct interpretation ! 

Mr. Wyman. Yes; and individual projects. 

Mr. Houirrevp. And individual projects, all right. 

Mr. Wyman. And in relationship to total commitments or obliga- 


tions outstanding or accounts payable, if you will, in relation to the 
cash resources. 
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Mr. Hottrrerp. Yes. Now, you mentioned that there should be 
statutes or regulations. The Congress, of course, passes the statutes 
and they pass them on the recommendation, as a rule, of the regula. 
tory agencies. They come up to the appropriate committee of juris- 
diction and they ask for statutes which, in their opinion, are needed 
in the industry. 

Now, I take care of that all the time in the Joint Committee on 
Atomic Energy. I happen to be the chairman of the Legislative Sub- 
committee and I am continuously dealing with drafts of legislation 
which are brought up to me by Mr. McCone or one of his assistants, 
which have to do with specific problems in the atomic energy field. 
And we consider them and have hearings on them and then - we fre- 
quently pass these atomic energy bills. 

Now, there is another great ‘field, the field of rules and regulation, 
As I read the Home Owners’ Loan Act, you have got the most, almost 
the most unlimited power to issue rules and regulations of any regula- 
tory body that I know of. Certain sections of your act give you the 
authority to issue rules aud regulations. Is that not true? Gives it to 
the Board, that authority ? 

Mr. Wyman. Of course, as I understand it, insofar as Federal 

savings and loan associations are concerned, that is probably true. 
Perh: aps that is a legal question that someone else should answer. 

Mr. Houtrrevp. I think it is a question of common sense. If any- 
one reads the regulations—and I could turn to them with a little 
study—you can find where the Board is given almost unlimited power 
in the field of issuance of rules and regulations. 

Now, how many years have you been in the Home Loan Bank Board 
work ¢ 

Mr. Wyman. Something over 26 years. 

Mr. Ho.irtetp. How long have you been in the position of Director 
of Supervision ? 

Mr. Wyman. Well, the titles have changed from time to time. 

Mr. Houtrietp. Yes, but essentially the job ths it you are doing. 

Mr. Wyman. I have always done substantially that work on down 
through the years. It was relatively small in the beginning but it 
has grown, of course. 

But substantially through the years that has been the nature of my 
work. 

Mr. Houirretp. For how many years? For about how many years? 

Mr. Wyman. Well, it is something a little over 26 years. 

Mr. Houirrevp. Over 26 years ? 

Mr. Wyman. Yes. 

Mr. Hoxirrerp. Well, have you formulated rules and regulations as 
a result of this 26 years of experience and referred them to the Board, 
or to the legal staff, for consideration in all of these fields that you 
have spoken of this morning ? 

Mr. Wyman. Well, in all the fields that I referred to, I believe that 
there have been suggested regulations, and I am thinking now of the 
substance rather than the formality of it. 

Mr. Hortrtevp. I am talking about formulating a draft of a rule 
or a regulation to establish stop signs, to establish all of these other 
areas of uniformity which you have testified to. 
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Mr. Wyman. Well, the Board has had those matters under con- 
sideration in terms of the substance of the things that I have talked 
about. ; 

Mr. Horirrecp. But you haven’t answered me. Have you ever 
formulated or caused to be formulated drafts of rules and regulations 

2m to consider ¢ 
om Wyman. Well, I have drafted them, Mr. Holifield. I can’t 
answer it any better than this: I have drafted what seemed to me to 
be appropr iate substance of regulations. 

Mr. Hourrievp. That have been referred to the various boards under 
which you have wor ked as the years went by? You have referred 
these substantive requests for rules and regulations, along the lines 
that you have testified today in this committee, to various boards under 
which you have worked / 

Mr. Wyman. Yes;thatiscorrect. I don’t have dates. 

Mr. Horirretp. No; I am not asking for dates. I am asking a gen- 
eral question. 

Mr. Wyman. But, in substance, that is correct. And I do know 
this, that as I have said several times here—I don’t want to repeat it— 
but I do know that our present Board has been very much concerned 
about those matters. They have been considering proposals of that 
nature. They are not simple problems. 

Mr. Howirretp. We understand this, and I wish you would quit 
reiterating this, that they are not simple, because none of the regula- 
tory bodies of this Government have a simple job to do. If you go 
down to the ICC or any of the other regulatory bodies, Federal Power 
Commission, you can find room after room filled with their regulations. 
We understand these are complicated subjects. We are not naive in 
this field. But you have been at this job for years and you haven’t 
established these stop signs and you haven’t est: ablished—and I direct 
this to this Board as well as to you—I s say that the Federal Home Loan 
Bank Board is indicted by your testimony this morning for failure to 
do the things which you have advocated from your background of 
experience. And that is why we are in this muddle that we are in 
today. 

If the things that you have testified to this morning had been 
done, if stop signs, if guidelines had been set up, if rules of unifor mity 
had been established in this industry, we wouldn’t be here today using 
up the Board’s time and using up the time of the Congress. And T 
don’t care how much they have been considering it, they haven’t done 
the job. 

They haven’t done it in referring statutes to the Congress to enact 
where they needed statutes, and they haven’t done it in issuing the 
rules and regulations for this rapidly growing industry. 

You are working with the same rules and regulations to a great 
extent that you had 10 or 15 years ago when the ‘industry was only a 
small percentage of what it is today. 

Now, we have this letter of July 18 which shows the attitude of 
the Board, from Mr. Robertson, item No. 8, on page 3, August 19: 

We trust you will realize that it will be impossible from a practical point of 
view to spell out all the various elements or combinations of elements which 


would constitute unsafe or unsound practices. Such an effort would result in a 
myriad of complicated regulations which would still leave large areas exposed. 
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Mr. Robertson, that is your excuse for not doing your job. Now, it 
is not a good excuse. Of course, there are going to be areas that are 
left exposed. In a growing industry with growing problems, new 
problems, there is alw ays going to have to be additional rules and 

regulations. But as you sit here this morning as Chairman of the 
Board, you know that you haven’t tackled this job like the bank 
people have tackled their job. 

They have written regulations, books of them, and they have tried— 
they have tried to give to the b: inks of this countr y uniform rules and 
regulations to go by. They haven’t left it up to the judgment of one 
man as to what is prudent or what is not. 

And w hen Mr. Wyman dies, and he will die someday as you and ] 
will, who is going to take his place? Who is going to exercise this 
great body of experience and judgment that he has had that has 
caused him to come to these conclusions this morning if they are not 
written down, if areas of supervision are not form: alized i In some may 
so that uniformity can be applied by the man that takes his place? 

Do you agree with me that this situation needs correcting ? 

Mr. Rozertson. I agree with you—— 

Mr. Horirrerp. I don’t want to make 
with me, with you. 

Mr. Ropsertson. I understand. 

Mr. Houtrretp. And the failure to do this extends to every preced- 
ing Board, regardless of who they were or who appointed them, 
whether they were Democrats or Republicans. They failed to do the 
job that needs to be done in this rapidly growing industry. 

Mr. Rozertson. The Board of which I am Chairman has formu- 
lated, I can’t tell you how many, restrictive regulations in the 4 years 
that I have been on the Board. It is doing it, studying them and 
putting them out constantly. 

Mr. Hotirimip. But one of your members has just resigned. [I as- 
sume that there will be other resignations or terms expiring before 
very long. Then a new Board will come along and they will approach 
this thing from a background of inexperience and lack of knowledge. 

Mr. Roserrson. I should like to say this, that one of the difficulties 
in formulating rules for Federals is that they have to be competitive 
with the myriad of State charters. When we get around to studying 
a new regulation, a new restrictive regulation, we find that frequently 
we put the Federals in an unfavorable competitive situation with their 
State-chartered neighbors. 

Now, that varies in different fields and there are a group of savings 
and loan operators who feel that the system should be run by a rule- 
book, that they are free to do anything which is not prohibited. 

Mr. Hourrterp. I have had these people approach me during this 
investigation and they say, “Leave it alone, it is very comfortable 
this way. We have got our friends in Washington, we would rather 
for it to be a little bit muddy and cloudy. We are getting along all 
right. Don’t bother us.” 

They are comfortable. Then I have had others come and say, “We 
are under constant fear of an administrative action over which we 
have no control and no defense, putting us where the Long Beach 
Savings & Loan Association is put today.” Oh, I have had some of 
the big people in California say to me, “Leave this alone. We are all 
right; everything is fine.” 
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Well, everything isn’t fine. When you put in the hands of one 
man, even if it were Jesus Christ, the power to do what this man can 
do. order an institution completely destroyed because his judgment 
differs from the management’s judgment—and his judgment might 
be right, I am not saying it isn’t—but the very point of putting one 
man in the position of being able to go in and destroy by an order of 
seizure such as you perpetrated on this institution, and also going to 
other institutions and saying: “Here, if you don’t take out your direc- 
tors and put in the ones we designate, we are going to seize you.” We 
have got letter after letter in our file on that point, and this isn’t good. 
This is part of the police state technique. It isn’t a rule of law appli- 
cable to everyone with equal justice. You haven’t set up criteria or 
standards for any of these situations that he has testified to this morn- 
ing. 

The average building and loan man doesn’t know whether he should 
have 60 percent in construction loans or 81 percent. I read them 
running all the way here in this list from 17 percent on up to 80-some- 
odd percent. 

Mr. Moss. Eighty-three. 

Mr. Houtrrerp. E ighty-three percent. He doesn’t know whether 
he is right or wrong because there is no regulation on it. And if the 
examiner doesn’t like this particular guy, he comes in and says: “You 
are wrong.” And there is no way of the association proving itself 
right. 

Heis caught, he iscaught inatrap. They run in constant fear. 

Now, I think that this testimony that Mr. Wyman has given this 
morning—and I agree with almost everything that he said in regard 
to the setting up of regulations—I think it indicts him, because he 
hasn’t been vigorous enough in requesting rules and regulations. It 
indicts the Board because they haven’t issued them, and it indicts the 
Board because you haven’t come to Congress if you needed statutes 
for the kind of regulation that you need. 

Now, these things can be done. We know, for instance, that a 
regional group of associations has the right to hold an election and 
elect their regional director and then it has to be approved back here 
in Washington. You can set up these regional bank boards and make 
them, in the place of sitting in fat chairs, drawing fat salaries, doing 
damn little, and they do do damn little, you could have them really 
serving this industry. 

They could act as more or less a board of directors for the region, 
taking into consideration competitive rates, setting—calling together 
the industry, letting the industry vote on what shall be the rate in 
a region and then make it mandatory that each one does not cut 
the other one’s throat within a certain area. Y ou know that you can’t 
have a 5-percent interest rate in one bank in Los Angeles and a 4-per- 
cent inanother. The money will flow to the 5- percent rate. 

You know you are continually moving in this field which is not 
regulated, the criteria aren’t set up. There should be some self- 
governing way, with the approval of your parent Board back here, 
so that if a certain rate is justified in a certain area, in order to com- 
pete with the State-chartered institutions—and I think they should 
be—there should be a way found for the associations to get ‘together 
and establish that which they think is fair and which is competitive 
and then submit it for the approval of the Board. 

59258—60—pt. 211 
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Now, it might be 414 percent on the Pacific coast. It might be 
31 percent in the South, in one of the southern regions, where there 

is very little building. In Florida, it might be higher. All these dif- 
ferent things could be taken into ¢ -onsideration. 

There could be regulations to do these sort of things, but there isn’t, 
You are just coasting, you are just letting this industry run in the 
direction in which it is pushed by the most powerful pushers. 

I say itisa shame. I have never been so : canotusidd: and I say this 
not in a personal way. I have never been so astounded as I sit here 
and listen to this testimony—I am not speaking of the specific case 
that is involved—but as I have listened day after day to the kind of 
testimony that we have had here. And I say that you are indicted 
for incompetence and for lack of application to the job that you have 
taken. I say this regretfully. I don’t say it as a personal matter: 
I say that the record proves that this Board hasn’t done its job. And 
the boards preceding it haven’t done their job. And I will say with. 
out any reservation ‘that the C ongress hasn’t done its job, too. And I 
am ashamed of that part of it. 

Mr. Rosertrson. I must disagree with you about the Board's dili- 
gence in the matter of supervision. The ‘Board, I would say. spends 
much more time in regulation and in supervision than it should spend. 

Mr. Houirtexp. I say it does, too, and the reason for it is because it 
is doing it on a personal judgment basis. 

Mr. Moss. Would the gentleman yield ¢ 

Mr. Houirrevp. If you had the criteria and the standards set up, 
you wouldn't have to pay so much attention, but you have got to take 
every case and you have got to deal with it as a matter of individual 
or collective evaluation from the standpoint of prudence and so forth. 
So you have got this whole industry on your back. I can understand 
the weight of your supervisory problems. But they could be elimi- 
nated, if you set up guidelines you could eliminate 80 percent of it, 
I daresay. Mr. Chairman ? 

Mr. Moss. I would like to observe, Mr. Robertson, that the prob- 
lem we are now discussing is not just one found in the Home Loan 
Bank Board. Since the Legislative Oversight Committee of Interstate 
and Foreign Commerce was first created in this House, some 4 years 
ago, I have served as a member and we have studied regulatory agen- 
cies. And the weaknesses which appear here—and I concur with Mr. 
Holifield that they are weaknesses—seem to be typical. You go into 
the Federal Communications Commission and I have no doubt but 
what the Commissioners are working hard, but you will find that the 
grounds which form the basis for the granting of a channel in one 
case, form the basis for the grounds of denial in another. 

Again we are faced with the fact that each case is handled without 
reference to others and that there is, as has been sought too often 
by regulatory groups, complete flexibility, without the effort necessary 
to spell out standards so that the prac titioner before the Commission, 
the applicant before the Commission, knows clearly the ground rules. 

As you know, in our course of examination and inquiry for these 
recent years, in a number of these boards and commissions we have 
found rather shocking instances of ex parte contact with the individual 
members. I think that the very lack of standards have forced persons 
to try to go around. This is not good. I think here we have a very 
serious problem. 
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Mr. Wyman, who, I assume, is the most knowledgeable in this area, 
he has had a great many years, expresses concern over the need, as 
he phrased it, for some stop signs. —— 

Now, the fact that I have been working with other committees 
where these problems are discussed, fully informs me as to the complex 
nature of them, the difficulty of solving them, but I would observe 
here as I did a few weeks ago in hearings with the F ederal Power 
Commission, where we have clearly agreed-upon areas of problem, 
the only way in the world a solution will finally be reached is to tackle 
itand to tackle it vigorously, with concentration. 

This isn’t being done. If the Board determined that it would pro- 
ceed to develop certain standards, certain standards apparently sought 
by your supervisory group, to spell out, we will say, the ratio of loans 
to assets, construction loans to assets, perhaps set up a formal rule- 
making procedure, hearing from the industry, it shouldn't take for- 
ever to arrive at the necessary knowledge, as to the specific problems 
of the industry, which would permit you to spell out finally a high 
point beyond which they could not go. 

I don’t think it is impossible of solution, but it has not been solved 
over a period of many, many years, and I wouldn’t want this record 
to show that you are any less diligent or any more guilty than anv of 
your predecessors, whether they served in the administration of Mr. 
Roosevelt or Mr. Truman or Mr. Eisenhower. 

These problems are problems of great concern to the economic ma- 
chinery of this country. They are not partisan problems: they are 
problems of good and wise and sound government and they exist 
until they are tackled and solved. And I think it requires the best 
efforts of all of us. There is an area here of delinquency, if that is to 
characterize the actions of the Board, on the part of the Congress, 
itself. I am hopeful that somehow we can be a little more diligent in 
exercising our powers, discharging our responsibilities. 

So that if the rulemaking authority is not utilized to solve these 
very difficult problems, then the lawmaking authority will be utilized 
to achieve their solution. 

One of the main purposes here is to get enough facts as the basis 
for some legislative recommendations. 

Would you agree that there are these needs for standards? 

Mr. Roserrson. Yes, I do agree with you as to the need for certain 
of them. I should like to say this, that while our Board. the present 
Board, and that is the only one for which T can speak, may not in 
your opinion, have been diligent, I can assure you that each one of 
these problems, as it comes up, is studied and faced squarely. I can’t 
enumerate to you the number of regulations which have been put in 
effect. They haven't been done all at once. Perhaps some of them 
have taken longer than they should take to be put into effect, but 
there has been no neglect that I am conscious of, other than perhaps 
not having done everything that we could have done within the 
of time we had to do it. 

Mr. Houirtep. Could I ask Mr. Robertson a question ? 

Mr. Moss. Could I first on this—I would just like to make this ob- 
servation in connection with that, and this becomes, I think, an illus- 
tration, a summation, if you examine it, of all these problems. And 


that is the case which occasioned the appointment of this committee, 
Long Beach Federal. 
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Now, I have gone over the testimony and I think both you and [| 
can agree that that was a rather diffie ult series of hea rings that we 
conducted back in June. But within the course of this hearing, I 
think we have developed rather fully the Long Beach case. It isn’t 
in the orderly fashion I would like to have it, at all. It doesn't reflect 
the cooperation which I think should exist between the agencies cre- 
ated by the Congress to exercise its powers, and the Congress, itself: 

But I think we can pretty well discern the fact that under the nine 
points of order 13372, certain conditions at Long Beach were enu- 
merated and they were stated as the conditions for summ: ry seizure, 
emergency seizure, and yet each of those nine points are but recitals 
of conditions of long st: anding, not new, not greatly changed within 
a period of a few months or a few days prior to seizure, but condi- 
tions more chronic than emergent in their character. 

The fact that the Board with its power to supervise permitted, 
without decisive action to correct, each of these to develop until the 
Board, exercising its statutory judgment, found an emergency on the 
basis of the totality of the conditions, is the best evidence I ean cite 
for making the charge that in my judgment, there was not diligence. 
because the situation we now face is that this institution, whether 
by intent or by the accident of circumstance, is being effectively 
destroyed. 

I don’t know whether vou have walked in it since it was seized 
and is being operated by Mr. Ault, but I think you would agree that 
the atmosphere which seems to permeate the entire establishment is 
one which would tend to frighten rather than to give confidence to 
the shareholder who walks in the door. 

Then we went over the other day some of the problems which re- 
main unsolved, issues unresolved, and instances in the last month and 
a half where action has been initiated, but a lag period which I think 
could be properly characterized as one of holding. 

Of course, you know and I know that vou can’t just hold on a plateau, 
you start moving ahead or you are going downhill. It appears that 
the result at Long Beach has been sliding downhill. 

I am not sure that this system of putting an examiner or a super- 
visor into running one of these institutions is sound, either. 

I think perhaps if there is going to be seizure in the future that 
there should be some means provided by law of insuring that the man 
who steps in is fully competent, by experience and temperament, to 
accept the challenge such position places before him. 

I don’t think Mr. Ault falls in that category at all. You should 
have the best, not the worst manager, the most experienced, and not 
the least, under circumstances of that sort. 

You said you had a question. 

Mr. Hourrtetp. Well, Mr. Chairman, I wanted the committee to 
get to the point of asking these gentlemen a question in regard to the 
negotiations. 

Mr. Moss. Allright. Proceed. 

Mr. Howtrreip. We had a quite long and detailed statement of the 
negotiations from Mr. Gregory yesterday, from his notes and from 
his understanding of the negotiations. TI believe the Board should be 
given an opportunity to comment on Mr. Gregory’s testimony and to 
note any differences which they may have or any points in which they 
believe he was mistaken. 
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I hope the Board will also comment, if they choose to, on why thev 
believe the negotiations have broken down. This is not an attempt 
on the part of the committee to advocate any form of negotiation or 
any formula for settlement. We are only interested in the efforts 
which you made. And, as I said yesterday, I think there was a dili- 
vent attempt, as far as time and effort were concerned, apparently, 
to arrive at a meeting of minds on this situation. 

I would appreciate hearing from the Board, Mr. Chairman. 

Mr. Moss. All right. You go ahead and direct your questions to 
the Board members. 

Mr. Houtrretp. Mr. Chairman, do you have anything to comment 
on Mr. Gregory’s testimony yesterday ¢ 

Mr. Ropertson. I listened very carefully to Mr. Gregory’s testimony, 
and it was certainly a carefully cataloged recital of the discussions, 
much more precise than my memory would be. The discussions as he 
outlined them were—I could not take great exception tothem. There 
were two or three points which were not in accordance with my under- 
standing. There were a number of inferences which were not in 
accordance with my understnading, but substantially I think Mr. 
Gregory outlined the discussions much more precisely than I could 
have done. 

Now, as to the reaction toward the proposal, I think that each of 
the members—un fortunately, Mr. Hallahan is not here—should speak 
for himself. 

There was never at any time, and I think up to now and up to the 
time that Mr. Hallahan left, a complete agreement as to the accepta- 
bility of Mr. Gregory’s proposal. Speaking for myself, I never felt— 
let’s not put it that way. At the outset I didn’t feel that the proposal 
was feasible and that it would work. 

Starting out with what was the equivalent of a $5 million subsidy by 
the Insurance Corporation to Long Beach Federal, which, in my opin- 
ion, was not justified, there were many other details in the agreement. 
I can’t refer to all of them, but the philosophy of taking items of 
expense and capitalizing them and calling them assets and amortizing 
them over a 5-year period, or any other period, to me was not a sound 
approach. 

Mr. Hourrretp. Were you of that opinion at the beginning ? 

Mr. Ronrrrson. Yes, sir. 

_Mr. Houirrerp. Did you maintain that opinion all through the nego- 
tations ? 

Mr. Rozertson. Yes. 

Mr. Hontrrecp. Were there not times when you expressed to Mr. 
Gregory that you believed that you had arrived substantially at a solu- 
tion to the problem ? 

Mr. Roserrson. We discussed many details, but they were all pre- 
dicated on the framework of the original proposal. I don’t think I 
ever said to Mr. Gregory—and I caetaity never did to my asso- 
clates—that I was satisfied with the basic agreement. 

_Mr. Houirretp. So your mind was closed at the beginning, then? 
Your mind was closed as to the basic premise that the guarantees 
which would be necessary to discharge certain liabilities could’ not be 
ihade up! out. of future earnings, could not be attained through the 
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so-called differential earning area? You felt that this was not a sound 
proposal ? 

Mr. Ropertson. I won't say that my mind was closed. I was per- 
fectly willing to discuss the matter with Mr. Gregory and with my 
associates, but [ had my own original opinion about it which could——. 

Mr. Houtrmp. Did you think that the formula that was proposed 
and was negotiated over the time being, was illegal, or did you think 
that it could be operated within the framework of the power which 
the Board and the Insurance Corporation have to guard the assets 
of an association and to perpetuate its being? Did you feel that there 
was this latitude of power under the statute for you to proceed in 
this matter ? 

Mr. Ropserrson. It was never clearly stated and confirmed to us by 
our counsel that we did have that authority. 

Mr. Houtrrierp. Well, isn’t it the responsibility of your counsel to 
make decisions, to come up with either a decision that it was illegal 
or that it was legal/ Isn’t that what your counsel is supposed to a 
for you ? 

Mr. Roserrson. He never came up with—I am not sure of the point 
you are talking about. I would like to have you restate it. 

Mr. Houtrtevp. I am talking about the formula which included the 
amortization of expense items in these areas of controversy, insofar 
as financial discharge was concerned, the formula of the differential 
bet ween the 3-percent rate and the 6 percent, or whatever the differen- 
tial rate might be, of the regular operating income of the institution! 

Mr. Rorerrson. Mr. Creighton is not here, and I don’t know that 
it is fair to ask Mr. Sloane what his reaction to that was, because I 
don’t know that he was in the discussions. 

Mr. Stoane. If you are asking me, I was not consulted, no, sir. I 
never was in the discussions on the agreement. 

Mr. Houirteip. Was Mr. Trevas consulted on that ? 

Mr. Trevas. No, sir. 

Mr. Ropsertson. I think Mr. Creighton was the only one in on it. 

Mr. Stoane. And Mr. Wilfand. 

Mr. Houtrtevp. Is he here? 

Mr. Stoane. No, sir, he is not here. 

Mr. Moss. Let’s discuss this a little bit further, because as I under- 
stand it there was a draft agreement prepared by Mr. Wilfand and 

yas identified yesterday in the rec ord, I think, as the Wilfand proposal. 

Mr. Rozertson. That is right. 

Mr. Moss. And having been prepared in your own legal office, would 
it be reasonable to assume that it contained the items which in the 
judgment of the lawyers for the Board were possible within the 
framework of the authority of the Board ? 

Mr. Rosertson. Are you asking me? 

Mr. Sioane. Are you asking me, Mr. Moss? 

Mr. Moss. Yes. 

Mr. Sroane. I am certain Mr. Wilfand wouldn't submit a proposal 
to the Board which he felt was illegal, certainly. 

Mr. Moss. I am quite confident that would be the case. I was in 
terested because you indicated a certain reluctance, Mr. Robertson, 
to go along with a proposal which would capitalize expense items and 


tre 
pa 


of 


Hi 


Ol 


2 


ound 


- per- 
a my 
leicien 
0Sed 
think 
vhich 
ussets 
there 


ed in 
is by 


el to 
legal 
to do 


point 


d the 
sofar 
ntial 
eren- 
tion? 

that 
use [ 


ir. I 


nder- 
| and 


osal. 
vould 


n the 
n the 


posal 


1S In- 
rtson, 
s and 


LONG BEACH FEDERAL SAVINGS AND LOAN ASSOCIATION 127] 


treat them on the books as assets of the corporation. Yet I note on 
page 14 of that agreement, under VII: 

The association is hereby authorized to carry as deferred assets on the books 
of association the following : 

A. Cost to the Board for examination during 1960. 

B. Costs of supervisory representative in charge, including expenses and 
salaries of personnel, if any. 

Cc. Costs, if any, of Willhoit clainr. 

D. Cost of expenses incurred and items to be charged off as the result of prior 
conservatorship. 

E. Attorneys’ fees and costs, not to exceed $300,000, with respect to the settle- 
ment of the litigation involving the association and the Federal home loan bank 
of San Francisco. 

F. Cost of settlement of any claim asserted directly by any association share- 
holder in his capacity as shareholder against the association arising out of the 
appointment of the present supervisory representative in charge, provided that 
such claim or claims are compromised and settled in good faith by the association. 

So it would appear that the question of whether or not this was a 
jegal arrangement was one of no concern to the legal department. 
They feel, or would appear to feel, that that was a matter which could 
be legally undertaken. 

Mr. Stoane. Are we speaking of the Wilfand proposal, so called, 
now ¢ 

Mr. Moss. Yes. I am reading only from that proposal. 

Mr. Sitoane. Yes. I understand the terms of discussion between Mr. 
Holifield and Mr. Robertson related to the original submission. 

Mr. Moss. No, no. It related to the basic premise embodied in the 
original proposal. 

Mr. Hotirrevp. And the final proposal. 

Mr. Moss. And that one of those coe items was incorporated in the 
Wilfand proposal. I imagine there were others, but just in a quick 
check through on the point raised by Mr. Robertson, it does appear that 
the Wilfand copy contains this language. 

Mr. Rogertson. I think, sir 

Mr. Moss. Now, on that, in the course of the discussions, which were 
very extensive, did you inform both your associates on the Board and 
Long Beach Federal representative that on these points you would 
not and could not in conscience yield ? 

Mr. Rosertrson. I don’t know that I informed the Long Beach 
people, because we were discussing the program based on the frame- 
work of Mr. Gregory’s proposal. We were discussing then, the details 
within the framework of that proposal which I am sure both of my 
associates felt that I did not concur. 

Now, I think Mr. Gregory stated very correctly yesterday when we 
talked about having the Wilfand draft made, I told him that I 
didn’t think much could be accomplished by rewriting the agreement. 
I thought that he had stated it—the basis of it probably as clearly as 
it could be stated. 

My asseciates in the legal department felt that it could be tightened 
up, and it was at that point that the redraft was made or started. It 
was not finished until after Mr. Hallahan’s illness and resignation. 
In the meantime Mr. Creighton is in the hospital and the Wilfand 
draft, so called—and it is only a draft—has not been considered. But 
I think that at no time, in any of the discussions, has there been, to 
my knowledge, an agreement on the part of either of my associates, 
or with myself, as to the complete acceptability of the proposal. 
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Mr. Moss. Oh, I think that is evidenced by the fact that there is no 
agreement. But where you continue negotiations at fairly frequent 
intervals and for prolonged periods of time, it would seem to me that 
if one party present in the negotiations aiming toward an agree. 
ment had substantive reservations, that those should at a very early 
point have been very clearly spelled out and understood by all. 

Now, you had the very definite reservation on two points? 

Mr. Rozertson. On several. Those were included. 

Mr. Moss. But these are certainly so major that if they couldn't 
be resolved, further discussions would prove fruitless. The question 
of what you have characterized as a $5 million subsidy, and the 
matter of the capitalization of certain expenses carrying on the books 
as deferred assets, these are very, very substantial objections. 

Yet discussions continued for a month. You can’t recall whether 
you at any point in the proceedings, in these discussions, indicated 
very clearly and positively that these were objections which, in your 
judgment, you would not yield ? 

Mr. Roserrson. Yes. I think I—I don’t know that I made it that 
clear, but Mr. Gregory referred to, I think, the date of July 8, when 
we talked about the agreement. I told him at that time that I didn’t— 
that I—and I think I was speaking for the Board because the other 
two members were there—I did not consider the agreement feasible 
and that I didn’t think it would work and that I thought we should 
proceed with the administrative hearing as originally planned. Then, 
as Mr. Gregory said, after that meeting broke up, Mr. Hallahan ealled 
him back for further discussions. 

Mr. Hallahan apparently felt that the matter should be pursued 
further. And if that was the case, I was perfectly willing to sit in 
and cooperate with further discussion of it. 

I didn’t intend to disassociate myself completely from the matter, 
but I had made my position, I think, clear. 

Mr. Moss. But, specificaliy clear, expressing a general conviction 
that we are not going to get any place is one thing. To say that if 
we are to get some place these two points have to be overcome, I can’t 
take them as they are—— 

Mr. Rosertrson. But there were certain points which could not be 
overcome, Mr. Chairman, and still have the operation, the program 
within Mr. Gregory’s framework. 

Mr. Moss. Well, Mr. Robertson, do you recall that I returned to 
Washington on Monday, the 18th of July, and I said: “Now Mr. 
Chairman, I have just returned from Long Beach and I am very con- 
cerned over what I saw while I was out there”, and I discussed with 
you, specifically, some of the points which were causing me concern. 
You informed me that there were negotiations going on, and I think 
you have previously affirmed the fact that you expressed considerable 
optimism to me on the outcome of those negotiations. 

I talked on that same day in my office with Mr. Gregory. This was 
the 18th of July. I talked to him because I wanted to find out about 
the materials which were exposed in the area, about some of the 
vandalism and whatnot which I had seen while visiting Bellehurst. 
He also expressed optimism on the outcome of the negotiations than 
underway. 
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Now I am being quite correct, am I not, in stating the you did 
express to me optimism on the outcome of the negot lations / 

Mr. Roserrson. Well, I don’t recall what I might have said. I 
remember particularly the discussion about the damage. 

Mr. Moss. The damages. 

Mr. Rosertson. The damages I iecall. I don’t recall what I may 
have said about the negotiations, but I have no sufficient recollection 
tocontradict you. 

I think from time to time the feeling of the possibility of a settle- 
ment ebbed and flowed. I was hoping from early in July that they 
could be settled one way or another, and said so to Mr. Gregory. The 
discussions were extensive, repetitious, and tortuous. And even now, 
if Mr. Hallahan were here, [ am sure he would say that he is not 
agreeable to the proposal, for whatever his reasons may be. I think 
Mr. Dixon will say the same thing, for whatever reasons he may have. 
I think perhaps the only difference between me and the others was 
that I recognized what I thought was possible within the framework 
of Mr. Gregory's proposal, and quest ioned the feasibility of it perhaps 
earlier than the others. But then, again, I think they must speak 
for themselves. 

Mr. Moss. Certainly, I would expect each man to speak for him- 
self. But I am, quite candidly, puzzled over a series of negotiations 
which can extend for about 25 days, probably 75 or 80 hours, without 
those negotiating, in each instance, specifically detailing their objec- 
tions. I have sat in on negotiations of some types and I have sat as 
a member of conference committees. And about the first thing we 
do is to agree upon that upon which we disagree, in the hope that 
having brought it into focus we can resolve our differences. 

Negotiations undertaken where there are reservations of a major 
nature not specifically detailed are, in my judgment, negotiations not 
undertaken in good faith. 

Mr. Roserrson. It was only the objections which I made and which 
I stated in the discussions to Mr. Gregory, and also to my associates, 
that couldn’t be changed if there was going to be a program. We 
talked originally about the $5 million subsidy. Mr. Gregory—— 

Mr. Houirretp. Why do you call this a subsidy, when it is earnings 
of the company to pay off obligations of the company accrued as a 
result of actions taken by the Home Loan Bank Board in seizing this 
institution upon two occasions, bringing upon it unusual and extraor- 
dinary debts and obligations as a result of the Home Loan Board 
action? Now, how could an institution discharge those obligations 
other than through earnings or by liquidation and utilization of 
reserves / 

Mr. Roperrson. Well, that is a matter, of course, of the major 
premise, as to whether that was a proper amount and a proper compen- 
sation for 

Mr. Hoxrrretp. Let us take one item, take this item of the San 
Francisco Bank attorney’s fees that we explored yesterday. Mr. Greg- 
ory testified that in his discussions with the bank up to that date they 
had never talked of over $100,00 to $200,000 for attorneys’ fees, for 
Mr. Angell and his associates. Now the Home Loan Bank Board, 
through Mr. Hallahan, requests—and it was written into the agree- 
ment—first $300,000 and then an additional $100,000. This is $400,- 
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000. This was a debt that was incurred as a result of the Home Loan 
Bank Board utilizing attorneys as a result of the seizure and as the 
result of their taking some $5,300,000 worth of bonds and utilizin 
them in a way which was charged to be improper. ‘This is one of the 
reasons. Now somebody has to pay those attorneys’ fees. The San 
Francisco Bank has to pay it, the Insurance Corporation has to pay it, 
somebody has to pay it, because they are owed to the attorneys. | om 
just saying that there is a fee involved there. 

Now, was it your opinion that if that debt was placed upon the 
association, as the San Francisco Bank wanted it placed upon it, that 
they shouldn’t be allowed to utilize earnings differentials between cost 
of money and receipt on moneys! Isn’t that the way an association 
does business ¢ 

When an association borrows money from a regional bank, does it 
not get it at a lower rental rate than it charges when it loans it out! 
Is that not the custom ¢ 

Mr. Ropertson. Certainly in the district banks, that is true. 

Mr. Hourrretp. That isright. All right. 

Now, here was the same formula being followed in the obtaining of 
moneys from one of the Home Loan Ba ink Board’s departments, “the 
Department of Insurance—savings and loan insurance, in this in- 
stance—at 3 percent, which corresponds roughly to the amount that 
you pay a regional bank for the credit which is extended by the 
regional bank to the member association, and in each instance when 
that is done there is a differential earned on that money, on that 
credit, moneys which are obtained from the regional bank. And out 
of those funds, out of those differential earnings, there is paid all the 
necessary expenses to the institution—advertising, legal expense, sal- 
aries for its personnel, earnings to its sh: ireholders. All of this money, 
this differential, goes into that purpose. 

Now here we have an indication where because of a ver y great maze 
of longstanding litigation, with claim and counterclaim, all of which 
will someday be adjudicated in the courts unless it is settled other- 
wise, we try to use a similar formula and the association binds itself 
not to retain its earnings and pay them into the reserves or pay them 
out in dividends, but to take a certain percentage of that differential 

sarnings and discharge obligations which have been in controversy. 
And apparently—I don’t know, did you go along with the $400,000 
fee? Did you approve of that ? 

Mr. Rogertson. The San Francisco Bank case has been an enigma 
to me ever since I came on the Board. 

Mr. Houtrrevp. I understand. Yes. 

Mr. Ropertson. And I would have no idea of what would be a fair 
settlement of it. 

Mr. Horirievp. Mr. Gregory had always suggested that this fee 
be settled in the court ? 

Mr. Ropertson. Yes. 

Mr. Horirreip. That a court would pass upon the value of the serv- 
1ces—— 

Mr. Ropertson. Yes. 

Mr. Horirrevp (continuing). Of the attorneys to the Home Loan 
Bank Board. But this is very significant, Mr. Robertson, and I want 
a direct answer from you, if I may have it. Did you acquiesce in 
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writing into the agreement, during this negotiation, the changing of 
the formula from letting a court decide the amount to making a flat 
offer of first $300,000, and then another $100,000, which is >400,000— 
and I have the transcript here in front of me, in which Mr. Gregory 
says that— 

We agreed to include $300,000 for the payment of attorneys’ fees and court 
costs, and an additional $100,000 to the San Francisco Bank for whatever purpose 
it wanted to use it. 

Lam going to be interested in knowing what they were going to use 
that $100,000 for that Mr. Hallahan requested. Mr. Hallahan made 
this presentation apparently in the negotiations and was quite insistent 
upon it. Did you acquiesce in it Did you : . 

Mr. Rosertson. That was a matter in which my acquiescence would 
not be very important, it was a matter—— ; 

Mr. Hourrretp. Now, wait a minute—yes; it would be very im- 

ant. 
Our. Roserrson. It would be a matter of whether the bank would 
acquiesce. r 

Mr. Houirietp. No. The bank suggested it—the San Francisco 
Bank suggested it. This was what they wanted. Mr. Hallahan was 
their advocate in the negotiations. Did you acquiesce in the $400,000 
figure, Mr. Dixon, for purposes of negotiation 

Mr. Dixon. Certainly for purposes of negotiation. 

Mr. Houirietp. For purposes of negotiation / 

Mr. Dixon. Of negotiation. 

Mr. Houirietp. You didn't take any stand as to whether it was a 
meritorious claim or not, but for purposes of negotiation ¢ 

Mr. Dixon. I agreed that the fee should be established by a court. 

Mr. Houtrietp. Did you mention that in the negotiations / 

Mr. Dixon. No; because Mr. Gregory said he was willing to do 
that. 

Mr. Hourrtetp. He was willing to pay it out of earnings in this dif- 
ferential bracket ? 

Mr. Dixon. That is right. 

Mr. Houirieip. Mr. Robertson, did you acquiesce ? 

Mr. Roserrson. I would have acquiesced in anything that would 
have settled that bank claim. I didn’t feel that we should be in the 
position of saying what the settlement should be. It should be a 
settlement between Long Beach Federal and the bank. And if they 
had settled for no fee it would have been—— 

Mr. Houirtetp. It would have been all right with you ? 

Mr. Rozerrson (continuing). Satisfactory to us. 

Mr. Horirtetp. So the $400,000 fee was not a matter of concern 
to you; you did not protest against writing that into the negotiations. 
nor did you ask that the formula which Mr. Gregory had always in- 
sisted upon, that the fee be set by the court, be written into the negotia- 
tion document ? 

_ Mr. Roserrson. My concern with that, as with all other parts of the 
litigation in it, was to get it settled. 

Mr. Houtrrerp. Sure. 

Mr. Roserrson. And I didn’t care particularly how it was settled. 

Mr. Horirreip. I am not saying that they were entitled to $400,000 
or that they were not. I don't know. I would be strongly inclined, 
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as Mr. Dixon has said, to let a court settle a thing like that, and Mr. 
Gregory wanted that. But here we have a member of the Board very 
much concerned about bank fees to a private group of attorneys, and 
fees more than double of the amount that had ever been dise “ussed 
between the San Francisco Bank and Mr. Gregory. Now, I think 
you will agree with me that this is an item which 1s as yet unexpl: uned, 
at least to ‘this committee, espec lally the $100,000 to the San Frane 1sco 
Bank for whatever purpose it w anted to use it. I don’t know what it 
wanted to use it for. Maybe it wanted to use it to build a new build- 
ing, maybe it wanted to give it as a bonus to these attorneys, maybe 
they wanted to use it for some other pur pose. I don’t know what they 
wanted to use it for. It doesn’t show in the record. But it is an 
interesting item in the negotiations, and I understand you made no 
protest about it. 

Mr. Roserrson. I am sure Mr. Hallahan’s idea of putting that 
amount in—and I didn’t participate in that part of the detailed dis- 
cussion—was to, if possible, insure a settlement of the bank case. As 
I say, for my part, I would not have wanted to dictate what that settle. 
ment would be. The cheaper they settled, as far as I was concerned, 
the better. That was a matter bet ween the association and the bank. 

Mr. Hourrreitp. Yes. Unfortunately, Mr. Hallahan is ill and he is 
not in condition, I am sure, to be before this committee. But there 
will come a time when Mr. Hallahan will be well, we certainly hope 
that the operation will be suecessful and that he will regain his health, 
and there will come a time when he will appear before this committee, 
probably under oath. He will be asked some questions on this matter 
at that time. Maybe he can clear up this—— 

Mr. Rorserrson. I am sure that Mr. Gregory can help clear it up, 
because the discussions were largely between Mr. Hallahan and Mr. 
Gregory. 

Mr. Hortrretp. Iam reading Mr. Gregory’s words. He said: 

We agreed to include $300,000 for the payment of attorneys’ fees and court 
costs, and the additional $100,000 to the San Francisco Bank for whatever pur- 
pose it wanted to use it. 

Mr. Wauiuauser. Mr. Chairman, would the gentleman yield just 
a moment / 

Mr. Moss. Would the gentleman yield ? 

Mr. Hortrretp. No. Just a moment, please. Let me continue. 

Now, whether or not that would be for attorneys’ fees or otherwise, I don't 
know. There was quite a long discussion over it. Mr. Hallahan never came 
out and directly requested I put it on the attorneys’ fees amounts, but it was my 
impression that that is what the last 2 or 3 days’ discussion on that particular 
point was intended for. 

So it must have been a matter of considerable discussion. Then 
Mr. Gregory went on, and I said: 

Well, I find this rather strange that you discuss and apparently come to some 
meeting of mind at least with two members of the Board as to attorneys’ fees at 
a figure of $300,000—am I right in that? 

Mr. Grecory. At least I am under the impression they had agreed on it. 

Mr. Houirretp. And then Mr. Hallahan suggested another $100,000 be added 
to that for purposes which were not disclosed ? 

Mr. Grecory. Just as a part of the additional offer of settlement. 


Mr. Houirre_p. As part of the additional offer to settle? 
Mr. Greeory. That is correct. 
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Mr. Houirretp. Did Mr. Hallahan seem to be very aggressive in making these 
suggestions ? 

Mr. Grecory. Very aggressive on this point. 

Mr. HouirreLp. Did he seem to be unyielding on this point? 

Mr. Gregory. Unyielding is correct. 

Mr. HotirieLp. Did the other members of the Board join with him in this 
aggressiveness, and in this request? 

Mr. Grecory. They joined in the request that it be large enough to settle 
without any question. I gained the impression they primarily joined in with 
it because of Mr. Hallahan’s insistence that it be done. 


Now, Mr. Wallhauser ? 

Mr. Wauiuavuser. No, I think you have cleared my question with 
the reading of the testimony. 

Mr. Houirtretp. Yes. 

Now, Mr. Robertson, we had some testimony that you had consulted 
with Mr. Kendall. Mr. Moss queried you on this point and you 
said—— 

Mr. WauiHauser. What page is that? 

Mr. Houirrevp. Mr. Moss said: 


Have you discussed this case with either Mr. Kendall, at the White House, 
or any person in the Office of the Vice President? 

Mr. Ropertson. I have discussed it with Mr. Kendall, but with nobody in the 
Office of the Vice President. 

Mr. Moss. Has there been an expression that a settlement would be politi- 
cally embarrassing? 

Mr. Rosertson. No. 

Mr. Moss. Has there been an urging upon you of a course of action? 

Mr. RozerTson. I don't believe I should comment on that. 


This is on page 1813 of the transcript of August 25. Excuse me for 
not mentioning it. 
Mr. Robertson says, “I don’t believe I should comment on that. 


Mr. Moss. You are under oath. Let me point out to you that in simple justice 
to your agency this is not something that I started, It appears in a very respon- 
sible publication. I think you should reply candidly. Mr. Kendall is not sup- 
posed to be an adviser to the Home Loan Bank Board. He is the adviser to the 
President of the United States. Your Board was given its own stature and 
its responsibilities under the law. 

Have the details of this case been discussed with you by Mr. Kendall? 

Mr. Rosertson. The merits of the case have never been discussed with any- 
one at the White House. 

Mr. Moss. Has the question of the desirability of settlement or nensettlement 
been discussed ? 

Mr. Rosertson. Don’t you feel that that is a privileged communication—— 

Mr. Moss. Mr. Robertson, you are the witness, I am not. 

Mr. Rosertson. Well, I think I should decline to answer that, Mr. Chairman. 

Mr. Moss. You may, but let me say that if you do, I shall construe it to mean 
that there was such a discussion, and that if such discussion took place, it was 
an improper discussion, 


Mr. Robertson says, “Well, I don’t know what to say beyond that.” 

Now, on page 1815, Mr. Robertson says: 

Well, I can say this to you. There was no political discussion of the matter 
of any kind. 


Mr. Moss. I asked you if there was a discussion of the settlement or possible 


settlement or the nonsettlement of this case. Was there a discussion of this 
case? 


dine: Rosertson. There was a discussion of the administrative procedure of 
€ Case, 


Of course, the administrative procedure would cover the whole. case. 
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Mr. Moss. Was there discussion of settlement or the question of settlement? 
Mr. Rosertson. As I say, I don’t know how to answer that. 

Mr. Moss. There was or wasn’t, or you won’t answer? 

Mr. Rogertson. Well, I suppose I should say I won’t answer. 

Mr. Moss. But remember the construction I place on it. 

Mr. Ropertson. Yes; I understand that. 


Then Mr. Moss went on to say that he was— 
indulging you on this, saying that you won’t answer, because you are not in 
any sense subordinate to Mr. Kendall. He is not by law your adviser. This 
would not be privileged. I want to make that very clear to you. 

Mr. Rosertrson. I accept what you say. 

Now, Mr. Robertson, I am going to give you a chance to to answer 
the question, a very specific question. You negotiated for some 25 
days on this matter. You expressed enthusiasm at times and hope 
at some times to Mr. Moss and to Mr. Gregory that this could be settled, 
But there came a time, several times, when something would always 
come up by one member of the Board or another to prevent a settle- 
ment. Are you under the impression that the people in the White 
House did not want this settled? Did the people in the White House, 
Mr. Kendall or any other individuals that you talked to in the execu- 
tive branch of Government, indicate to you that notwithstanding the 
efforts for negotiation that they - not want this case settled ? 

Mr. Roserrson. Mr. Holifield, I regard any conversations I had 
with the White House as privileged communications. 

Mr. Houirietp. Well you know, I tell you as Mr. Moss told you 
that the construction put on your words—— 

Mr. Moss. Let me make something very clear at this point, Mr. 
Holifield. 

Mr. Howirievp (continuing). Construction I place on your words. 

Mr. Moss. If you want to ‘decline under the conditions I permitted 
the other day, that is one question, but if you want to assert a privilege 
here to decline the communications with’ Mr. Kend: all, that is another 
thing. 

There is nothing in the statute creating your agency which places 
Mr. Kendall in even the most remote relationship to the agency. He 
is not your attorney, by law, directive or otherwise. 

He is another individual, unrelated by any circumstance of law 
or fact with your agency. You may not plead privilege, Mr. Robert- 
son, unless you w ant to raise an issue which you will force me to follow 
through on. If you want to seek the indulgence of the Chair on that 
matter, I will follow the procedure I followed the other day, but I 
will not recognize a claim of privilege. 

Now, you had better think it through very carefully. This is your 
decision. 

Mr. Rosertson. I don’t know that I understand what you said about 
the soni one that you outlined the other day. 

Mr. Moss. I said I am inclined to indulge you on this matter but 
T want it very clear that there is no privilege attached to this, that 
Mr. Kendall is not your attorney; he is not your superior, he is not 
your adviser, by any circumstance of law or fact. it you go to him 
and talk with him, it is the same as if you go out on the street and talk 
with Mr. Jones. We didn’t put him in the line of authority above 
or below you. 
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Mr. Watinavser. Mr. Chairman, will you allow the witness to 
confer with counsel on this very important point ? 

Mr. Moss. No, because this is a very personal decision. And I 
point out that the rules—and the gentleman from New Jersey is 
familiar with the rules—in matters of this type, go only to your 
constitutional rights. 

Mr. WauiHauser. Do you not believe, sir 

Mr. Moss. Now under the constitutional rights, if the gentleman 
wishes to assert either the Ist, or any other amendment through the 
10th, he may so assert. Those are your constitutional rights. That 
is your billof rights. I want no conferences. 

Mr. Stoane. I said nothing, sir. I said nothing, wrote nothing. 

Mr. Moss. I know. I want no conferences. 

Mr. Stoane. I understand. 

Mr. Moss. All right. 

Mr. Rosertrson. Do I understand you to believe that a communica- 
tion or a conference or a conversation between members of the execu- 
tive branch of the Government are not privileged # 

Mr. Moss. I mean to say that where there isn’t the slightest relation- 
ship between you and Mr. Kendall, who is not the President of the 
United States, that there attaches to those conversations—and I would 
say to you, sir, that we had before the Oversight Committee one Sher- 
man Adams who had consulted with officials of the Federal Trade Com- 
mission and testified on them under subpena. And the officials of 
the Federal Trade Commission also testified on the content of those 
discussions under subpena, subpena specifically issued for that pur- 
pose. Youare familiar with them, I am quite confident. As I recall, 
they made headline news, headline news. Mr. Sherman Adams, the 
Assistant to the President of the United States, and members of the 
Federal Trade Commission. 

Mr. WatiHavser. Mr. Chairman, I am sure you intend no threat 
to the witness. 

Mr. Moss. I am intending nothing here but a clarification. I don’t 
threaten. I act. 

Mr. Watiuavser. No, I said you do not, but would it not be reason- 
able to assume that if he does plead executive privilege and you fol- 
lowed through on it, that then you might be interfering with his 
constitutional right. 

Mr. Moss. No, sir, it would not. If it is privilege, it is not em- 
bodied in the Constitution, because there is no reference to an execu- 
tive privilege in the Constitution. 

Mr. Wauinauser. This is an area of great disagreement that has 
never been resolved. 

Mr. Moss. It is an area of great disagreement which has never been 
resolved and for which no citation has ever been supplied. We have 
had a memorandum, not of law, but of instances written by a person 
in the Department of Justice which was attached to a letter from 
the President of the United States to the Secretary of the Army on 
the'17th of May 1954, dealing with a matter between the Secretary of 
the Army and the General Counsel of the Army, Mr. Stevens and his 
counsel, in which the President said that those conversations there 
would not be related to the McCarthy hearing, and’the President had 
directed at that point that conversations between the Secretary of the 
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Army and his counsel, the Army’s counsel, Mr. Stevens’ counsel. Mr. 
Kendall is not your counsel. 

Mr. WauiHavser. I would like to make one more observation if you 
will permit me. On page 1836 of the hearings of Thursday, August 
25, I believe that the gentleman answered the question, not the identi. 
‘al question, but a general 

Mr. Moss. The question is put at this moment and the question js 
now open to answer at thismoment. We don’t answer questions before 
these committees by reference. 

Mr. Rosertson. Mr. Chairman, you will not permit me to— 

Mr. Moss. I told you I would indulge you, but I will not accept a 
plea of privilege. 

Mr. Rosertson. You will not permit me to consult counsel on 
what you 

Mr. Moss. Not on the question of privilege. That is personal. That 
is personal, and does not involve any constitutional right, Mr. Robert- 
son. The Rules of the House of Representatives are very precise and 
specific. I have been indulgent with you, as I try to be with all 
witnesses, in permitting you the widest of latitude in consulting with 
counsel. But on this issue, I am going to invoke the rules of the House, 
which are the rules under which we should operate at all times. And 
I think that they are very, very clear on this point. 

Mr. WatiHauser. But you are making clear to the witness that he 
does not have to respond if he says that he would rather not respond. 
Is that the sum and substance of your ruling ? 

Mr. Moss. That isthe substance of my ruling. 

Mr. Rosertson. Then I shall choose not to respond. 

Mr. Moss. Allright. We want that very clear that you are choosing 
that at the indulgence of the Chair. Mr. Holifield, I think that the 
record speaks far greater volumes upon a declining to answer than it 
could possibly speak upon the statement of the answer. 

You may proceed. 

Mr. Houtrtevp. I wish to now ask Mr. Dixon a question. Mr. Dixon, 
you have testified that you talked with Mr. Finch in the Vice Presi- 
dent’s office on several occasions. Is that right ? 

Mr. Drxon. Yes. 

Mr. Hourrrevp. Did you talk with others in Mr, Nixon’s office ? 

Mr. Dixon. I did not. 

Mr. Houtrrevp. Did you talk with others in the executive branch ? 

Mr: Drxon. I might have talked to Mr. Turner. 

Mr. Houirretp. Whois Mr. Turner ? 

Mr. Dixon. He is from New York and in aseparate office. 

Mr. Houtrtevp. In a separate office of the Vice President’s office or 
Mr. Finch’s office ? 

Mr. Dixon. Well, I couldn’t tell you that. 

Mr. Houirietp. You don’t know, but at any rate, when you went to 
Mr. Finch, did Mr. Finch refer you to Mr. Turner ? 

Mr. Dixon. Mr. Finch was out of town. 

Mr. Hotirteip. Was out of town and you talked to Mr. Turner in 
view of the fact that Mr. Finch was out of town ? 

Mr. Drxon. That isright. 

Mr. Hotirtewp. So he must have been in Mr. Finch’s office ¢ 

Mr. Dixon. Well, he was in a separate office, but what—— 
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Mr. Hourtrretp. Yes, in his organization. 

Mr. Dixon. I don’t know. 

Mr. Houirretp. You don’t know whether he was in the campaign 
organization or a paid Government employee ? 

Mr. Dixon. I am sure he was not in the Government, but in the 
campaign organization. LY a 

Mr. Houirretp. You are sure he was in the campaign organization ? 

Mr. Drxon. Yes. 

Mr. Houirretp. What was his first name, please? Do you know? 

Mr. Dixon. Well, I would say Russell. 

Mr. Houiriecp. You will furnish, if it is not Russell, will you find 
out his name and furnish it to the committee ? 

Mr. Drxon. Sure. 

Mr. Houirretp. Now, did Mr. Finch or Mr. Turner at any time indi- 
cate to you that they did not want this matter settled ? 

Mr. Drxon. Neither one. 

Mr. Houtrrevp. Neither one? 

(Mr. Dixon nods. ) 

Mr. Howtrrenp. Did they advise you in any way as to how to pro- 
ceed to settle the matter ? 

Mr. Dixon. Well, a settlement matter, as I testified previously, 
knowing that Mr. Finch was from that area, I wanted to ask him if he 
would give me the names of firms of attorneys. 

Mr. Houirtecp. And he did give you some names? 

Mr. Dixon. He gave me Hart—Ball, Hunt & Hart. He also gave 
me Clock. 

Mr. Hottrrecp. Mr. Hart was already serving as attorney for 
Jones—— 

Mr. Dixon. He didn’t say that. 

Mr. Howirretp. I am not saying he did, but you found out subse- 
quently that he 

Mr. Dixon. He told me this: That if either one of the firms has a 
conflict of interest in any way with this case, they will be frank to 
tell you so. 

Mr. Hottrtevp. So you finally selected Clock, Waestman & Clock 
for your attorneys? 

Mr. Dixon. Yes. 

Mr. Hotirretp. Did they come to Washington to see you? Were 
they invited here to see you on their selection or did you go out there? 

Mr. Dixon. Our attorney out there contacted them. 

Mr. Houtrretp. Contacted them. 

Now, and think carefully before you answer this, sir, to the best of 
your knowledge, did Clock, Waestman & Clock advise you not to make 
a settlement ? 

Mr. Dixon. They did not. 

Mr. Houirreip. They did not. 

(Mr. Dixon nods.) 

_ Mr. Ronack. Mr. Chairman, excuse me, Mr. Clock came to Wash- 
ington. Do you know that? 

Mr. Dixon. I donot. 

Mr. Rosack. You don’t know whether he ever came to Washington ? 

Mr. Dixon. I never saw him. 
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Mr. Rospackx. You don’t know whether he discussed this matter 
with anybody in Washington ? 

Mr. Drxon. I neversaw him. I don’t know him. 

Mr. Ropack. Did you learn subsequently that he came to Washing- 
ton? 

Mr. Dixon. I did not. The implication is right now that he did, 
but I didn’t know it. 

Mr. Rozackx. I am drawing no implication. I am asking a question, 

Mr. Drxon. I did not or do not. 

Mr. Houtrtevp. That isall. And you had no conversation with any 
other person in the Vice President’s office or the President’s office in 
regard to this case other than Mr. Turner and Mr. Finch ? 

Mr. Drxon. Well, in the President’s office, I testified that I thought 
we needed more help from the Justice Department. 

Mr. Houtrretp. More help outside the Justice Department ? 

Mr. Dixon. No. 

Mr. Hortrievp. From the Justice Department ? 

Mr. Drxon. Well, one or the other. 

Mr. Hottrretp. And this contact was made with Mr. Kendall? 

Mr. Drxon,. Yes. 

Mr. Moss. Is that all, Mr. Holifield ? 

Mr. Hortrtrevp. That is all. 

Mr. Moss. I think in view of the lateness of the hour that we should 
recess for lunch. I am most hopeful that we can conclude in the 
early afternoon. 

Would anyone have difficulty if we held the lunch hour to an hour 
and 15 minutes ? 

Le eee ) 

Mr. Moss. The subcommittee will then recess until 2 o’clock. 

(W hereupon, at 12:45 p.m., the subcommittee recessed to reconvene 
at 2 p.m. of the same day.) 


AFTERNOON SESSION 


Mr. Moss. The subcommittee will be in order. 

Mr. Lanigan, you have questions you wanted to ask ? 

Mr. Lanican. Yes. I had some questions to ask of Mr. Dixon. You 
had testified Thursday and again this morning, that you consulted 
with Mr. Russell Finch, I believe it is, regs irding the selection of an 
attorney for the Long Beach Federal Savings & Loan Associaiton; is 
that correct ? 

Mr. Dixon. Right. Itis Robert Finch. 

Mr. Lantean. Robert Finch? 

Mr. Dixon. Yes. 

Mr. Lanican. Could you tell us what mechanics the Board went 
through in retaining the firm of—what is it—Clock, Waestman & 
Clock ? 

Mr. Drxon. Clock, Waestman & Clock. 

Mr. LANIGAN (continuing). As the attorneys for the Long Beach 
Federal and Savings? That is, was it a Board resolution, or just what 
did you do? 

Mr. Drxon. I think it was a series of letters in which we asked Mr. 
Clock, first, whether he would be interested in the employment and 
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what his terms would be and he stipulated in the agreement that he 
would take no part in litigation. We wanted Mr. Clock to advise 
Mr. Ault as to California law on real estate transactions. 

Mr. Lanican. Do you think—do you see any question of propriety 
of a Federal agency in selecting attorneys to consult with a person 
ona political campaign staff 4 ; 

Mr. Dixon. Well, I don’t know. I have known about Finch, of 
course, several years, and I knew he was from that area. Actually, 
I didn’t give it any particular thought, except that I thought he 
would know. 

I might say in explanation, some of the people in our agency, in- 
cluding some of the Board, I think, thought we should have attorneys 
from Los Angeles, but it seemed to me, for that particular purpose, 
an attorney in Long Beach would be readily accessible and that was 
my reason and my only reason. 

‘Mr. Lanican. Did you make the other members of the Board aware 
of the source of the recommendation that you had received ? 

Mr. Dixon. Yes, sir. 

Mr. Lanican. Did you know at the time that the firm was retained 
that one of the members of the firm was a campaign manager for one 
of the candidates in the political campaign ? 

Mr. Dixon. Well, I testified to that the other day, that I didn’t 
know it atthe time. I do know it now. 

Mr. Lanican. Do you think that there is any question of propriety 
involved in a Federal agency continuing to retain on the basis of its 
selection, an attorney who is a campaign manager? 

Mr. Dixon. I might ask you just one question ? 

Mr. Lanican. Well, I just asked the question. 

Mr. Dixon. Well, there is Clock and Clock, as I understand it. 
There are two brothers. Is it not the other brother who is, for all 
practical purposes, retired, that is active in the 

Mr. Lanican. Well, I was asking about the firm. You retained the 
firm as I understand it, is that correct? 

Mr. Dixon. No, we retained—I am sure we retained one mem- 
ber ofthe firm. It isa firm, sir. 

Mr. Laniwan. Pardon? 

Mr. Dixon. It isa firm, sir. 

Mr. Laniean. Mr. Chairman, I think perhaps at this time the best 
thing would be to put. in the record the correspondence through which 
the firm was retained and the records that have been furnished us 
showing the fees earned to date. If that could be put in the record, 
I don’t think there would be any need for other questions. 

Mr. Moss. This is to place in the record the correspondence from 
the Federal Home Loan Bank Board to Clock, Waestman & Clock, 
of Long Beach, Calif., concerning the conditions in retaining the firm 
as attorneys for the supervisory representative in charge in Long 
Beach ? 

Mr. Lanican. Right. 

Mr. Moss. Is there objection ? 

Mr. Wattuavser. These letters were furnished by the Federal 
Home Loan Bank Board, I assume, to the committee. 

Mr. Moss. That is my understanding. 

Mr. Lanican. That is correct. 
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Mr. Dixon. Yes. 

Mr. Stoane. That is correct. 

Mr. WauiuHauser. No objection. 

Mr. Moss... The letters will be exhibits K-1 through K-5. (See ap. 
pendix, pp. 1848-1350.) 

Now, it is the purpose of the attorneys for the supervisory agent in 
charge to advise on matters of California real estate law ? 

Mr. Drxon. Yes. 

Mr. Moss. And that is in accordance with the letter of instruc- 
tions—item 17 of the letter of instructions from the Division of Super- 
vision to Mr. Ault, supervisory representative in charge; is that cor- 
rect ? 

Mr. Stoanr. Could you show Mr. Dixon the letter? He doesn't 
have it before him, Mr. Moss. 

Mr. Moss. I will show it to him, and I will mark it—— 

Mr. Houirretp. What page ? 

Mr. Ropack. Item 17. 

Mr. Moss. Page 5. 

He isthe attorney mentioned in that section 17. 

Mr. Drxon. That is right. 

Mr. Ropack. May I ask Mr. Dixon this question: Was this attorney 
chosen by the Board or by the supervisory representative ? t 

Mr. Drxon. He was actually chosen by our General Counsel. 

Mr. Ropack. You wanted to be assured, did you, that, in accord 
with item 17 of the supervisory manual, he would stick with the super- 
visory representative, “come what may,” as it says there? Were you 
assured of that? 

Mr. WaLLuaAuser. What was that? 

Mr. Ropack. “Come what may.” I am quoting from the seizure 
manual. 

Mr. Dixon. He might drop dead. 

Mr. Ropsack. In other words, it was a question of your wanting 
someone who was pretty reliable, was it not, according to what item 
17 says? 

Mr. Drxon. We did. 

Mr. Ropack. Someone who wasn’t going to put the interest. of the 
locality ahead of the Board—you wanted someone like that? Isn't 
that the substance of item 17 ? 

Mr. Drxon. He was going to advise the supervisory representative 
as to California law on real estate and confer with him on offers. 

Mr. Rorack. This is only incidental, Mr. Dixon, but I asked Mr. 
Clock when I was out in California whether he was acquainted with 
the California law regarding receipting for valuables transferred, 
and he said he was unacquainted with it, 

Mr. Dixon. Well, Il am-surprised. 

Mr. Rozack. You are surprised? Just one of those incidents, you 
know. 

Mr. Stoane. Are you testifying as to that? 

Mr. Moss. No. You know, you and I had some interesting. ex- 
changes back in the first. series of hearings. 

Mr. Stoane. Yes, sir, I recall. 

Mr. Moss. You are going to proceed in order in this committee. 
You are here, as I understand it, to advise, unless you are called upon 
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for testimony. You are not here to act as my counsel or the counsel 
to this committee. I am perfectly competent to determine the pro- 
cedure of this committee. And if you do that again I am going to 
have to ask you to stand aside. You certainly are well enough in- 
formed to know orderly procedure, and you must observe it in my 
committee. 

Mr. Rosack. Mr. Chairman, may I examine Mr. Wyman on a few 
points for the record at this time a 

Mr. Moss. I think before we get into that, I would like to complete 
the line of questioning with Mr. Robertson so that we can then get on 
to Mr. Dixon’s recollections of negotiations and have the record com- 
plete on those two points, inasmuch as those are the only Board mem- 
bers available, and then we will be able to let you clarify the record 
with Mr. Wyman. And we have a commitment made yesterday after- 
noon to permit clarification or an addition on the part of Mr. Gregory. 

Mr. Drxon. Mr. Chairman, may I ask the indulgence of the 
committee ? 

Mr. Moss. Certainly. 

Mr. Drxon. With respect to my—TI testified that I had seen Mr. 
Turner, who I assume was a subordinate to Mr. Finch, and I had 
talked to Mr. Finch on other matters. I wanted to make that per- 
fectly clear, that it was before this, and it had to do with the political 
situation in Indiana. 

Mr. Moss. I think the record can show that without any—— 

Mr. Drxon. I just thought that would be explanatory. 

Mr. Moss. Mr. Robertson, in response to some questions from Mr. 
Holifield, you indicated that you never felt it, “it” referring to the 
first draft of the proposed agreement from Mr. Gregory, you never 
felt it feasible and it would never work: is that a correct statement ? 

Mr. Ronertson. I think I said that, but I think I also added that 
initially I had that feeling and it continued. 

Mr. Moss. That is correct. You couldn’t have had the feeling prior 
to looking at the draft ? 

Mr. Rosertson. That is right. 

Mr. Moss. But upon examination of the draft, that was the con- 
clusion you came to? 

Mr. Ropertson. Yes, sir. 

Mr. Moss. And you rested that not upon some minor matter, but 
upon two major points; one that you have characterized as a subsidy 
of $5 million, and a dissatisfaction as to the basic premise of the pro- 
posal, the proposal regarding the setting up of accounts reflecting 
certain expense items as deferred assets of the association. 

Mr. Rozertson. Yes; that was part of it. I think I might add that 
I also questioned the authority, the legality of the Insurance Corpora- 
tion underwriting the dividends of those who had withdrawn. I 
also was concerned with the arithmetic of the program which started 
out initially to divide the loans equally between the association and 
the Insurance Corporation, but which, because of the limitation of 
amount, became impracticable. And I recognized also, but I saw 
no way of overcoming it, and that is one reason why I took a dim 
view of a more precise document, I recognized the almost necessary 
looseness of the document, you can call it flexrbility. It left a great 
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many questions unresolved which, in my opinion, couldn't be resolved 
in advance. 

I think to have done that—I think I made that clear to Mr. Gregory, 
and I think he agreed with me, that to undertake to spell out all of 
the situations, anticipate and spell out all of the situations that would 
or could arise, would make a document almost impossible to prepare, 

And as I say, I recognized the—well, I don’t mean it in a derogatory 
sense, but just the looseness of the agreement. 

Mr. Moss. But from the first reading of the agreement the con- 
clusion was reached in your mind that “at least on these two major 
points you couldn't accept them ? 

Mr. Rozertson. That was my seeking; yes, sir. 

Mr. Moss. That wason July 5? 

Mr. Roserrson. Well, I think it was before July 5. Yes. Well, 
that was the first draft ? 

Mr. Moss. Yes. 

Mr. Roserrson. Then I think we had a revised one, undertaking to 
change or modify some of those things, but it was not possible, i in 
my opinion, within the framework of the program to change it very 
much. 

Mr. Moss. Then on August 19 you addressed a letter to me in re- 
sponse to a letter of mine under date of July 18, and these letters 
have been previously entered into the record. 

On the letter of August 19, in your item 1, it stated that : 

As you may know, the Board had almost daily conferences from July 5, 1960, 
to August 1, 1960, with Mr. T. A. Gregory, president of Long Beach Federal 
Savings & Loan Association, regarding a program for settling the Long Beach 
controversies, particularly with respect to arranging some means by which the 
association might be returned with such changes in the management of the 
association as would be agreeable to the Board. These conferences have not 
resulted in an agreement which is acceptable to all parties concerned. 

Item 4, I believe, related to this: 


The extent to which the financial and credit resources of the Federal Savings 
and Loan Insurance Corporation may be utilized in effecting a settlement of the 
present matter is governed by the provisions of the National Housing Act, as 
amended. In the course of settlement negotiations with Mr. Gregory certain 
proposals were made to utilize such resources. Careful study is being given 
to determine whether such utilization would be consonant with the Board's 
duties and responsibiilties under the National Housing Act. 

Now, is that a statement—are you presently studying these pro- 
posals to determine whether the utilization proposed would be con- 
sonant with the Board’s duties and responsibilities under the National 
Housing Act, or have you already arrived at a determination going 
back to July 5 of 1960 that on these two points you could not yield! 

Mr. Rosertson. I think those are two different questions. One is 
the propriety or the justification for what I have called a subsidy, and 
the other is a purely legal question as to whether or not. it can be done. 
If the lawyers say it can’t he done, then the question of practicability 
of it is moot. 

Mr. Moss. Have you had advice from your attorneys as to whether 
or not it could be done? 

Mr. Roserrson. I don’t know, sir, the status of that study. Mr. 
Creighton, as I told you, has been ill. I must ask Mr. Sloane whether 
any further study is being made. 
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Mr. Suoane. Well, here again, if 1 am permitted 

Mr. Moss. You are permitted because he has asked you the ques- 
tion. He is seeking your advice now as his counsel. You go ahead 
and answer him. 

Mr. Suioane. I will answer him, then [aside to Mr. Robertson]. 

Mr. Rospertrson. Mr. Sloane tells me—and I think I could have 
reached that conclusion myself—that Mr. Creighton and Mr. Wilfand 
are studying that question, but have not reached a solution, reached 
adecision. I don’t know that that is true. 

Mr. Moss. Is it true that the same principle is embodied in the so- 
called Wilfand agreement, prepared by Mr. Wilfand, attorney for 
the Board ¢ 

Mr. Ropertson. I am not familiar with that, sir. 

Mr. Moss. Did you read it? 

Mr. Rosertson. I have read it; yes. 

Mr. Moss. Did you consider it ¢ 

Mr. Rosertson. The Wilfand agreement was patterned as closely 
as practicable with the language of Mr. Gregory. So I am not sur- 
prised that it isin there. _ 

Mr. Moss. Is it your opinion that Mr. Wilfand, one of your counsel, 
would have drafted an agreement which in his judgment was not legal ? 

Mr. Rorertson. He should not have. 

Mr. Moss. He should not have, most assuredly he should not have. 

Mr. Rozertson. On the other hand, that was only a draft proposal 
for review by the General Counsel and consideration by the Board, 
but certainly he should not—— 

Mr. Moss. Was it brought into the negotiations ? 

Mr. Ronertson. I beg your pardon ? 

Mr. Moss. Was it brought into the negotiations ? 

Mr. Rosertson. No, for the reason that it wasn’t prepared until 
after Mr. Hallahan’s—— 

Mr. Moss. Was a copy supplied to Mr. Gregory for consideration ? 

Mr. Roserrson. Not by me, and I don’t know that it was trans- 
mitted formally. Mr. Dixon may be able to answer that. 

Mr. Moss. Mr. Dixon, do you have any knowledge of whether or 
not a copy of the agreement was supplied to Mr. Gregory ? 

Mr. Dixon. I think there were two separate agreements. 

Mr. Moss. No. The Wilfand agreement, proposed agreement, 
drafted by the attorney for the Board, was it, a copy of it given to Mr. 
Gregory / 

Mr. Dixon. Would you ask Mr. Gregory that? 

Mr. Moss. Mr. Gregory, did you receive a copy of the so-called Wil- 
fand proposal / 

Mr. Grecory. Yes, sir; I did. 

Mr. Moss. From whom ? 

Mr. Grecory. From Mr. Wilfand, in the presence of Mr. Hallahan 
and Mr. Dixon. 

Mr. Moss. Then I would assume that if the negotiations were in 
fact in good faith, that the supplying of a copy of the agreement was 
for the purpose of consideration, and if acceptable to all parties would 
— become the agreement; is that a reasonable conclusion, Mr. 

ixon ? 
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Mr. Dixon. What I was trying to disclose to you, that following 
that, Mr. Wilfand attempted to draw another agreement, and that js 
the one that I didn’t think was ever supplied to Mr. Gregory. 

Mr. Moss. Well, now, there was an agreement identified yesterday, 
and the Board agreed to supply me a copy of it, which I have not 
received. 

Mr. Drxon. I understand that. 

Mr. Stoane. Excuse me. 

Mr. Moss. So I am working from a photostat of it, which was sup. 
plied by Mr. Gregory; having it in his possession I assume he had got- 
ten it from somewhere, someone, sometime. But that is the first Wi). 
fand agreement. 

Mr. Drxon. Yes. 

Mr. Moss. Which was rejected by Mr. Gregory ? 

Mr. Drxon. And I think I made the request that before it was off- 
cially put in this record, that Mr. Wilfand have an opportunity to 
see it and say that that was the proposed agreement. 

Mr. Moss. Oh, I know that, and I made the observation that we 
could short circuit that involved procedure by having the Board sup- 
ply me with a copy of it, and the Board made an agreement to supply 
me with a copy it, and I have not as yet received that copy. (See 
exhibit J—8, p. 1344.) 

Mr. Stoang. Mr. Moss, if I may interrupt, when we got back to the 
Board after the committee had adjourned, Mr. Wilfand had already 
left for the day, and I was unable to find a copy, and I was reluctant 
to determine that any copy was the so-called Wilfand agreement, since 
I have never seen it. So on Monday we will supply it to whomever 
youdesignate. But it was just impossible yesterday. 

Mr. Moss. Well, we have had a statement under oath that the copy 
I have is a photostat of the copy supplied by Mr. Gregory by Mr. Wil- 
fand and supplied in the presence of Mr. Hallahan and Mr. Dixon. 

Mr. Drxon. Don’t misunderstand me; I am not disputing it. 

Mr. Moss. No. 

Mr. Dixon. T assume that it is. 

Mr. Moss. Well, we will also make that assumption, and if there 
is any error in so assuming that will be reflected in the record. And if 
there is not an error, why, at this point in the record will be entered 
an affirmative statement identifying it as a proper copy. But in any 
event, do you recall a copy being given Mr. Gregory in your and Mr. 
Hallahan’s presence ? 

Mr. Drxon. Yes, sir. 

Mr. Moss. You do. That, again, would tend to support the state- 
ment that it isa copy. Therefore it was introduced into the negotia- 
tions for the purpose of consideration ? 

Mr. Drxon. Correct. 

Mr. Moss. And wouldn’t you assume, Mr. Dixon, that the prepara- 
tion of it by Mr. Wilfand would at least reflect his considered judg- 
ment that the provisions contained therein were legal ? 

Mr. Drxon. Well, I certainly would—would presume that he con- 
sidered them legal. 

Mr. Moss. If he had serious reservations on the legality —— 

Mr. Drxon. I think he would 

Mr. Moss. He would not have presented it to you? 
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Mr. Dixon. Well, either that or present a memorandum to that 
effect. sk 

Mr. Moss. That is right. 

Mr. Houirrecp. Mr, Chairman 

Mr. Moss. So we find in looking over it, that while the proposals 
may differ as to amounts that there are certain basic premises under- 
lying the agreement, which are also reflected in the other draft agree- 
ments discussed. 

Mr. Drxon. I think there is. 

Mr. Moss. Including the premises which appear to concern Mr. 
Robertson and which in his judgment he could never agree to. 

Now in this letter of August 19, Mr. Robertson, there is a detailing 
of the events in connection with the contact by Mr. Clifton S. Jones 
and Mr. George A. Hart on behalf of the three owners of Bellehurst. 
The concluding paragraph in that recital is: 





Since the disposition of Bellehurst involves one of the important aspects of any 
settlement of the Long Beach situation, further consideration of such settlement 
should be deferred pending receipt and study of the Jones-Walker proposed 
program. 

Now, I have read this letter rather carefully, and from it I glean 
three important facts: (1) No agreement was reached ; (2) a major 
point was raised causing deferment of further consideration of Belle- 
hurst; and (3) a careful study is being given to determine whether 
such utilization would be consonant with the Board’s duties and re- 
sponsibilities under the National Housing Act. 

Those three facts stand out very strongly. And interpreting that, 
it would seem to me that you have, in effect, stated that there is a con- 
tinuation of efforts to settle this matter if there can be resolved the 
questions of the Board’s duties and responsibilities and the consider- 
ation of the Jones-Walker proposed program. There is nothing here 
to indicate to me that you had reached the point—and remember, this 
is in a letter officially transmitted from me to you to determine the 
status, and not in one single instance do you hint that you had reached 
the point where you had concluded that at least on two points—and 
you have been very careful to say that there were others—that at least 
on two there were conditions upon which you could not yield, I think 
now that a fully responsive answer to my letter would have called for 
you to state that the proposed agreement. submitted to you contained 
conditions which you could not accept and would not accept. 

You raise the question there not only of whether there was a legal 
authority, but that you were considering the matter of propriety. And 
certainly you should, and you should satisfy yourself fully on both 
points. But to continue negotiations with those reservations undis- 
closed, specifically, again, in my mind, raises very, very seriously and 
very pointedly the question of whether these negotiations from the 
8th day of July on, because you mentioned the 8th as the point, at 
which you had finally arrived at this determination—were being con- 
ducted by you in good faith. 

Mr. Rosertson. But, Mr. Chairman, you must remember that I am 
only one member of a three-man board. 

Mr. Moss. A most important member. 

Mr. Roserrson. I am an important member, and so are the other two. 


Mr. Moss. One-third of the votes necessary to decide a most. impor- 
tant question. 
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Mr. Rosertson. But I was only one of the three. If an agreement 
could have been reached by the other two, an agreement could have 
been made. But as I have said to you, and which will have to be con. 
firmed by them, neither of the other members was agreed. They were 
not agreed among themselves. 

Mr. Moss. Well, m: aybe you and I, we regard our responsibility in 
our respective offices differently. I sometimes in committee find my- 
self in the role of the minority, in the viewpoint of the committee, 
And I undertake to discharge that role with all the vigor at my cone 
mand. If I feel I am right and that the policy or proposal being dis- 
cussed is wrong, I fight for my position, and I think every member— 
because I have sat in committee with the gentlemen here—undertake 
the same role when they are in either the minority or the majority, 
You are there because you are an important part of the total member. 
ship of the Board. And if you feel that the Board, your colleagues, 
are going to enter into an agreement that is unwise, unsound, Tepre- 
senting bad public policy, you have a responsibility to push just as 
hard as you can to win your points. And when you say that: “It 
really isn’t important, I am only a third of it and if the other two 
want to go along on that, it really doesn’t matter to me,” I don’t think 
you are accepting your responsibility. 

Mr. Roserrson. But, Mr. Chairman, I made it clear to both of the 
other members my reservations on the agreement. 

Mr. Moss. Well, in the context of what you say it would appear’ you 

said, “Boys, this is my view, but if you want to go ahead, go ahead.” 
Am I unfair? 

Mr. Roserrson. I think you are 
your implication is wrong. 

Mr. Moss. But did you debate the issue with them; did you argue 
it with them ? 

Mr. Roserrson. I did. 

Mr. Moss. Did you announce in the negotiations with the other 
party—after all, if negotiations are in good. faith, both parties to the 
negotiations have a right toa full and free discussion, witliout reserva- 
tions. You |: ay them on the table, you are negotiating, you are trying 
to resolve differences, to find a way out. Did you inform Mr. 
Gregory that you just could not, under any circumstance, buy an 
agreement embodying those two provisions ? 

“Mr. Ropertson. I don’t know that I spelled those out particularly, 
but on the date that the negotiations were apparently initially termi- 
nated I told Mr. Gregory that I did not consider the agreement feasi- 
ble nor workable. 

Mr. Moss. That was the date that the negotiations were suspended! 

Mr. Roperrson. It was the day that Mr. Gregory said that Mr. 
Hallahan called him back. 

Mr. Moss. That was the 8th day of July, and you continued to par- 
ticipate in the negotiations embodying discussions of these points in 

each succeeding draft and in the draft finally undertaken by Counsel 
to your agency ? 

Mr. Roserron. Well, I felt that I should cooperate with my asso 
ciates, and if it was possible to work out 

Mr. Moss. With their votes, why, you were perfectly willing to let 
them doit ? 





I won't say “unfair”—I think 
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Mr. Rosertson. Well, that is not fair, sir. 

Mr. Moss. If it were possible to work out an agreement embodying 
points to which you vigorously objected, it was perfectly all right for 
them to go ahead and work it out, and you would continue to sit in 
negotiations and discuss the various proposals ad infinitum, with no 
intention of ever going along with any agreement which contained 
them? I just wanted the record to be clear as to the implications 
gained by me from your letter to me under date of August 19. 

Mr. Wallhauser, do you have any questions ¢ 

Mr. WaAL.Luavser. No questions, Mr. Chairman. 

Mr. Moss. Mr. Holifield, do you have any questions / 

Mr. Houtrietp. No questions, Mr. Chairman. 

Mr. Moss. Mr. Smith, do you have any questions / 

Mr. Smiru. No questions. 

Mr. Moss. Mr. Lanigan ? 

Mr. Lanican. I just have one question on this letter of August 19. 

In point 5 you state, Mr. Robertson, that it has never been the 
Board’s policy or practice to interfere with or place obstacles in the 
way of a conversion from a Federal savings and loan association to a 
State mutual institution, and you underline “mutual.” What is the 
purpose of underlining “mutual” in that ? 

Mr. Rorertrson. Just to call particular attention to it. Now, it has 
been the Board’s policy—it hasn’t had to invoke it lately, but there 
was a development several years ago where mutual associations would 
convert—Federal mutuals would convert to State-chartered stock 
companies and improperly convert the reserves of the mutual to the 
benefit of a relatively small number of stockholders in the State- 
chartered stock company. That is something that we are very much 
opposed to and will not permit, if we can help it. 

Mr. Moss. What is the law on that? Is there a legal right to 
convert ? 

Mr. Drxon. As I recall it, the Board shall determine whether it is 
a fair and equitable conversion. I might say that I don’t—without 
a liquidation, I can’t see- how there can be a conversion. That is 
simply my personal view, that the reserves that have been earned 
asa mutual shouldn’t be gobbled up by a few stockholders. And that 
is my objection. 

Prior to my coming on the Board there were some approvals made. 

Mr. Ronack. Had you every heard of anybody proposing to do 
that; namely, to convert, and proposing to distribute the suspluses 
through liquidation ? 

Mr. Dixon. No; I don’t think it has ever been done. 

Mr. Ropack. You never heard it proposed by Mr. Gregory ? 

Mr. Drxon. Yes. 

Mr. Houtrrecp, That was Mr. Gregory’s proposal ? 

Mr. Dixon. That is his proposal. 

Mr. Rosack. That was the only time you every heard it proposed ? 

Mr. Drxon. As far as I can recollect. 

Mr. Rozack. And that is in accord with your policy ? 

Mr. Dixon. That would not violate my policy ? 

Mr. Rosack. Mr. Chairman, the record of our previous hearing 
shows that the Board, through its Counsel, opposed the conversion 
in the Greater Delaware Valley case. Was that to a mutual? 
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Mr. Drxon. The statute says that the conversion shall be ace ording 
to State law. In other words, if the State were to make certain 
requirements for one of their institutions to convert to Feder ‘al, we 
have the right—or it is written in the statute that we could take the 
same position. Now, it was simply a matter of our interpretation of 
the law. 

Mr. Rogack. You mean you did not understand that the State law 
was sufficiently reciprocal ? 

Mr. Drxon. Our understanding was that before a Federal—or a 
State-chartered institution, in that particular State, could convert, 
they would have to receive ‘permission. Or, conversely, before one of 
ours could convert. 

Mr. Rozackx. Did Mr. Wyman go to the State banking agency in 
Pennsylvania to persuade them not to grant the permission ? 

Mr. Drxon. Not that I know of. 

Mr. Rosack. Did you do that, Mr. Wyman? 

Mr. Wyman. I didn’t get your question, Mr. Roback. 

Mr. Rosack. What did you do in the Greater Delaware Valley case’ 
What was your purpose in conferring with the State banking authori- 
ties ? 

Mr. Wyman. In conferring with the State banking authorities in 
the case—— 

Mr. Rorzack. I am talking about the regulatory authority for the 
savings and loan associations in the State of Pennsylvania. 

Mr. Wyman. I don’t recall that I conferred with the State banking 
authorities in connection with the Greater Delaware Valley Federal. 

Mr. Moss. He has amended his question to: What was the purpose 
of your conferring with the regulatory authorities over savings and 
loan associations in the State of I Pennsylvania in connection with the 
Greater Delaware Valley case? 

Mr. Wyman. I don’t recall that I conferred with them, with the 
State authorities in connection with that case. 

Mr. Ropack. You didn’t? 

Mr. Wyman. I have no recollection of it. 

Mr. Rogwack. Did you confer with them on any other conversion 
matter ¢ 

Mr. Wyman. I conferred with them with respect to another associa- 
tion in Pennsylvania; yes. 

Mr. Rozacx. Not with respect to the Greater Delaware Valley? 

Mr. Wyman. Not—I have no recollection whatsoever of ever con- 
ferring with the State authorities or participating in any, conference 
or discussion with the State authorities as to the Greater Delaware 
Valley Federad. 

Mr. Ropack. Has the Board, Mr. Dixon, sponsored legislation to 
prevent conversions, to amend the 1948 law ? 

Mr. Trevas. In the proposed Financial Institutions Act of 1958, 
there were Board discussions with a Senate Banking Committee with 
respect to a proposal—a recommendation by the Board that there be 
language written into the law to prevent Federal mutual associations 
from converting to nonmutuals, and that there was—and the position 
of the Board, I think, at that time was that it was.a very questionable 
area, to what. extent the Board itself could oppose a conversion from & 
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Federal mutual to a State nonmutual, and that the Board had some 
eoncern about that because of the distribution of reserves. 

Mr. Ropsack. Is that limited to the conversions to nonmutuals ? 

Mr. Trevas. That is right. 

Mr. Ronack. We won't pursue that point further. We can examine 
the record. What did you want tosay, Mr. Dixon / 

Mr. Drxon. I think possibly there was a proposal that any associa- 
tion which had any charge, a formal charge against it of a violation 
of law or a regulation, under its Federal charter, that association 
should not be permitted to convert until the matter was determined. 

Mr. Rornack. And if somebody wanted to convert, it would be almost 
an invitation to find some disciplinary situation to prevent them? I 
mean that would be possible, too; wouldn't it 2 

Mr. Dixon. Well, you can 

Mr. Ronack. You can do it. 

Mr. Drxon. You can conjure anything. 

Mr. Ropack. If you havea basket of ch: arges which you accumulate 
and you can throw at: somebody at the appropriate time. 

Mr. Moss. Mr. Dixon, you heard the testimony of Mr. Gregory 
yesterday reg garding the r: ather lengthy negoti: utions which commenced 
on July 5 and continued through August 31 of this year? 

Mr. Dixon. Yes, sir. 

Mr. Moss. Would you like to comment on that testimony ? 

Mr. Dixon. Well, I thought in general—I didn’t keep a diary and 
dates and hours, nor minutes, or the—well, the detail that Mr. Gregory 
placed in the record yesterday, but I would assume they were correct. 
and I would not quarrel with them. 

Mr. Moss. Mr. Dixon, did you have 

Mr. Dixon. Now, just a sec cond. WhenIs say not quarrel with them, 
I am talking about his narrative of the different dates, hours, the 
members, et. cetera. 

Mr. Moss. You first read the proposed draft of an agreement when ? 

Mr. Dixon. Well, it might have been July 2, I am not sure. 

Mr. Moss. Did you, upon reading it, arrive at a conclusion that it 
contained provisions which you could not and would not, or premises, 
let us say, be willing to accept ? 

Mr. Dixon. Well, let’s say this: That there were one or two provi- 
sions I questioned. I didn’t say that I could not or would not agree, 
but I raised questions. I think the first time that I ever heard the 
draft was on July 5 when Mr. Gregory read the proposal before all 
three members and while he was reading, [ stopped him and I pointed 
out one provision that, in the form it was drawn, I just didn’t think we 
could possibly accept. 

Mr. Moss. Was that provision at a later date changed to overcome 
your objection to it? 

Mr. Dixon. Not at the time that Mr. Gregory left, as I recall. 

Mr. Moss. Was it 


Mr. Drxon. Since he has been back, we have discussed the proposal 
in question. 


Mr. Moss. Did you continue, as the negotiations continued, to press 
for your position on that matter ? 

Mr. Dixon. I don’t think that I ever was entirely satisfied—I think 
I put it this way, that unless I had an opinion of our General Counel 
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which I would feel obligated to have before signing any agreement 
as comprehensive as this, that I would want the General Counsel’s 
opinion that I would be at liberty to sign it, if it was determined as 
a matter of policy that I could sign it. 

Mr. Moss. Your question, then, went to the matter of law ? 

Mr. Dixon. That is right. 

Mr. Moss. Now, as the agreement was read and you commenced 
negotiations, did you feel that there was before you a broad frame. 
work 3 in which it would be possible to come, finally, to an agreement? 

Mr. Drxon. Well, Mr. Chairman, I am an optimist. I have sat in 
on many negotiations which, at first, appeared impossible, that were 
worked out. 

Mr. Moss. You have made a careful distinction in responding to my 
question as to your reaction to the statements of Mr. Gregory yester- 
day. You said, as reflecting dates, persons, and hours involved i in the 
negotiations, that you had no quarrel. 

Mr. Dixon. Well, I said I assume that they are right. 

Mr. Moss. Yes. I would assume, then, that in listening to the reci- 
tal of yesterday, that in the area of substance you had some reserva- 
tions and would, therefore, want to comment upon some of the points, 

Mr. Dixon. Might I confer with counsel on that just a second ? 

Mr. Moss. Yes. 

(Pause. ) 

Mr. Dixon. There was one point—now, I am not sure, I know I was 
present—with regard to the so-called Boyar offer, that either Mr. 
Hallahan or myself—and I think we concurred—that Mr. Jones, being 
the original borrower, the owner of the fee, should have a reasonable 
time—and I think possibly the other day I said that I thought 30 days 
was not. unreasonable. 

Mr. Moss. You did. 

Mr. Dixon. That was one of the points. 

Mr. Houirretp. Do you have any comment to make upon the fact 
that. by default, Mr. Jones had waited several months before making a 
proposal ? 

Mr. Moss. I think we are going to the question of a point not in- 
volved in the discussion. 

Mr. Ho.irrevp. I think it is involved. 

Mr. Moss. You are asking for a conclusion 

Mr. Houtrretp. This was involved. This company had their equity 
there. They made no proposal, although they knew that Mr. Boyar 
had made a proposal. There is something very funny about this 
whole affair on the part of Jones & Walker that I would like to under- 
stand. I would like to understand why they deliberately threw this 
subdivision into a questionable position as they did by stopping their 
building programs, why they turned down numerous offers of pur- 
chases of these houses, as they hav e—and this can be substantiated— 
when they had opportunities to sell. It is a problem in my mind as to 
why any company that is in the business cf developing 1: ind and build- 
ing houses, why they should slow up and then stop that building and 
take an action which eventu: ully has developed into one of the primary 
considerations in the seizing of the institution. 

I am wondering if this could be a procedure which would grant to 
them some speci: ul financial advant age in case of throwing this thing 
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into the situation that it is in, and allow them to buy, on a distress 
market and pay off obligations which they had which they otherwise 
would have had to fulfill up to the dollar. 

Mr. Moss. No, the point I was making, Mr. Holifield, I was asking 
Mr. Dixon to recite for us areas where he felt that the negotiations, 
as he participated in them, were not correctly reflected in the state- 
ments made by Mr. Gregory. I think that your question is one which 
I had raised the other day and I expressed some concern that con- 
sideration, additional consideration be given. 

But I think the fact of whether or not Mr. Dixon raised the ques- 
tion in negotiations does not go to the merits of their offer or of the 
Boyar offer, but only to the fact of what actually took place in the 
course of the negotiations. 

Mr. Dixon. That did take place. 

Mr. Moss. And that was one discussion that you felt had been 
omitted on yesterday or not sufficiently developed to reflect the actual 
happenings ¢ 

Mr. Dixon. Again, I have to rely on memory only. 

Mr. Moss. Certainly. 

Mr. Dixon. And I don’t recall that in Mr. Gregory’s presentation 
that was mentioned. He may have. 

Mr. Moss. Now, are there other areas where you would like to com- 
ment on differences ¢ 

Mr. WatiHaAuser. May I say at this point it is my recollection that 
Mr. Gregory did cover this point in his testimony. 

Mr. Drxon. Well, I know there were three parts to this so-called, 
call it an ultimatum, call it whatever you want. They were going 
first to Mr. Jones, say, “You do this.” Then they were going to say 
that they had the Boyar offer. And at that point, without giving 
any time period, he was to decide whether that was the one he wanted 
or whether he would have to take the first one. 

Mr. Moss. Of course—let’s take this now back to the whole question 
here of Long Beach. We have commented on the fact that from the 
22d day of April until some time in July, there was no effort under- 
taken by the supervisory representative in charge to resolve this ques- 
tion of the Bellehurst properties. Remember, this forms a basis for 
seizure, Mr. Dixon, a summary seizure under an emergency. 

Now, if you were faced with an emergency, sometimes you may not 
give all of the consideration you would give if the conditions were 
different. 

Now, if the former management of Long Beach, proposing an agree- 
ment forming the basis for return of the institution to its share- 
holders, went to Mr. Jones and Mr. Walker and said : “Now, gentlemen, 
after all, we would love to give you all the time in the world, but we 
just can’t, we have got to settle this,” would they be unreasonable to 
do it? 

Mr. Dixon. Well—— 

__Mr. Moss. Or is this a matter which must be considered by the Board 
if the Board arrives at a point where it has received satisfactory as- 
surance that whoever undertakes the development of Bellehurst, at 
least the shareholders in the institution are going to be protected, their 
loans are going to be paid out and it is not going to continue as a prob- 
lem to the association. . 
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It would seem to me that as members of a regulatory body, that was 
the area of your consideration. Now, if the former management, 
doing business in a community with an old client wanted to act in q 
manner which well might alienate that client because the conditions 
were so urgent, that would then be their area of responsibility. 

You see, I am interested in what you have said and I am interested 
in what Mr. Robertson has said because, as I look at this case, the 
alternative to a negotiated settlement is a protracted period of litiga- 
tion and uncertainty and, in my judgment, will only result in the final 
liquidation of Long Beach Federal. 

Now, I don’t think that the shareholders of Long Beach are pro- 
tected in that sort of procedure and I don’t think the community of 
Long Beach benefits in that sort of procedure. 

In fact, I fail to see where there are any beneficiaries. Now, there 
might be this end result: Fewer people are going to want to do busi- 
ness with savings and loans, if they feel that. banks are perhaps a 
little safer. And those who continue to do business with savings 
and loans, are going to swell the deposits of other institutions. 

In the life of a community it is well to have a diversity of institu- 
tions where you can go and borrow money to help build the com- 
munity. And I don’t think that the alternatives to a proper settle- 
ment are desirable alternatives. 

The committee expressed its judgment when it said that you 
should—that you should immediately return the institution, immedi- 
ately return the institution, and you then commenced negotiations, 
long, protracted negotiations, unfruitful. And now, on the 1st of 
September, a hearing is going to open and this'is going to be the first 
step in a long, long, long wrangle, which is not. going to be settled 
when the examiner hands down his report and the Board fin: lly re- 
views it, but is going to have to go through probably a long period 
of litigation, during which the management I saw at Long Beach 
is going to continue, a negative sort of management, a disinterested 
sort of management, an overly cautious sort of management, which 
can only destroy and not conserve. 

So I can say, sure, it is fair and reasonable to say that these gentle- 
men must be guaranteed their period of grace during which they can 
consider, but you did not grant that period of grace to the institution 
you were to regulate; you summarily seized it, having failed com- 

pletely to utilize the administrative remedies open to you to enforce 
your policies upon the directors of that institution. 

Supervisory letters disregarded, most informal, the loosest sort of 
communications with them. 

And then, as I say, after indulging the youngster and giving it all 
the candy and sweets in the world, you decided to grab it and ' spank 
it. And in the process probably cut its throat. 

The concern here is good, human in its basis, but it reflects a differ- 
ent concern than that for the institution which was owned jointly by 
some 90,000 citizens of that area. 

What other points in his commentary—— 

Mr. Dixon. Insofar as I am concerned, the proposal to pay without 
any request or demand the shareholders that withdrew between April 
22 and June 30. 

Mr. Houirieip. That was wrong in your opinion ? 
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Mr. Dixon. I didn’t say it was wrong. I said it was—— 

Mr. Houtrtevp. It was a point that you didn’t approve of ? 

Mr. Drxon. Well, it was a point that concerned me. 

Mr. HourrteLp. Sure, it would concern anyone. _ 

Mr. Drxon. I think Mr. Gregory would be the first to tell you that, 
on July 5 when he read his proposal, I stopped him right there. 

Mr. Moss. That was subsequently changed, wasn’t it ? 

Mr. Drxon. No. ’ 

Mr. Hoxir1ecp. You stopped him there and what? What did you 
say when you stopped him ¢ 

Mr. Dixon. I said I don’t see how we can do that. 

Mr. Houtrmip. Will you explain something to me, Mr. Dixon? 
Why are you concerned about paying the ares moneys which 
the association contracted to pay them for the hire of that money over 
a period of some 414 months, whatever the time was? You are con- 
cerned about that, about doing it, but on the other hand, you are con- 
cerned about the Jones-Walker people getting an adequate return for 
their investment. 

(Aside by Mr. Sloane to Mr. Dixon.) ; 

Mr. Houtrtetp. Now, if the conference is concluded. Counsel inter- 
rupted the witness’ attention without his request when I was speaking 
tohim. I will call to your attention, sir, | was going to ask him if 
his concern for the Jones-Walker redemption of their assets should 
be any greater than it was for the depositors who were defrauded 
because of their hysteria and the scare that was thrown into them, 
of the hire of their money during the period the association had it? 

Why wouldn’t one from a moral standpoint be just as good as the 
other? And why would you make an arrangement which you had 
to explain, in camera, in the court, to pay those people who were not 
scared and left their money there for the 6 months, and which you 
want to go into executive session and tell us about, when you are not 
concerned, on the other hand, with those who were scared by the Home 
Loan Bank Board’s action, as to their regaining some recompense 
for their equities ? 

Mr. Dixon. Well, I can only say this: This action took place on 
April 22. If I went in on April 21 and withdraw $100,000, could I 
then come in ? 

Mr. Houirteip. No, because this was a voluntary action on your part 
without the excitation of fear, without the excitation of a run on the 
bank. But when people become alarmed at an action of an organiza- 
tion and they go in, I admit to you very readily that they legally 
have no claim on interest if they do not leave it until the final date, 
but there are some claims that are a little bit higher than the legal 
claims, sometimes, particularly when a wrong has been perpetrated 
upon an unsuspecting depositor group. And this wrong was the 
wrong that caused them to become so alarmed that they withdraw 
their deposits in the place of leaving them there, as they ordinarily 
and normally would, except for some personal emergency in their 
own life, perhaps, their own financial affairs they would not nor- 
mally—I do not normally withdraw my money between interest pay- 
ment periods. : 
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I make arrangements, I have even made a loan against my account 
in a savings and loan for a month or so in order that I would not 
forfeit my interest rate. 

Mr. Drxon, That is right. And there was $4 or $5 million worth 
that they did that very thing i in Long Beach. 

Mr. Horrrrenp. I don’t doubt that. There is always a group of 
people that have to, because of personal emergencies withdraw their 
funds and lose their interest. This is to be expected. But when a 
Federal regulatory body precipitates on a solvent institution, a run 

which causes the depositors to become alarmed and withdraw their 
money, then you have another problem involved there. 

Mr. Dixon. Well, C ongressman Holifield, you are drawing conclu- 
sions that I would not necessarily subscribe to. 

Mr. Hortrretp. That is probably—I am reciting facts as they hap- 
pened. The Home Loan Bank Board did seize the institution. 

Mr. Dixon. Yes. 

Mr. Horrrretp. The people were scared, the people did withdraw 
their deposits, they did lose their interest as a result of that sequence 
of events. Now, you may draw any conclusion you want to from it. 
The result will remain just the same, that those who left their money 
and who were not scared, received payment for their money for the 
6-month period, those who drew it out in 414 months because they 
were scared by the actions that were taken, lost theirs. 

Mr. Sairn. For the entire 6 months or did they get anything for 
the first 4 months? 

Mr. Moss. For the entire 6. They were paid during the dividend 
period. Then we have the question of the conditions under which 
depositors would be paid for the early withdrawal of funds. 

Mr. Drxon. Voluntarily, yes. 

Mr. Moss. Voluntarily, yes. And the Jones-Walker items. 

Mr. Drxon. I thought that could be clarified. 

Mr. Moss. Yes. 

Mr. Drxon. There never has been a time, there isn’t today, as far 
as I am concerned, differences that I don’t think could be worked out. 

Mr. Moss. I would agree. I go along with Mr. Wallhauser, if you 
get reasonable men down together. 

Mr. Drxon. That is right. 

Mr. Moss. Proceeding in good faith and openly and above board 
with each other, you can usually resolve differences. 

Mr. Drxon. Nearly every time. 

Mr. Moss. And certainly I think that the public interest. involved 
in such negotiations in this instance are so compelling that that type 
of negotiation is the type which should be undertaken. 

Mr. Hotirrerp. If the Chair will indulge just a moment on this 
subject that we were on, the payment to these people. The institutions 
spend a lot of money in advertising. I don’t know of anything that 
would be better advertising and would be better for the savings and 
loan industry in southern California than for the institution that was 
seized to voluntarily extend to those people who did withdraw their 
funds—although there is no legal commitment—but out of the future 

earnings of that institution, restore to those people the interest up 
until their date of withdrawal. TI can’t think of a thing that would do 
more to cause the people of that community and of all of southern 
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California to have faith in the savings and loan institution than to do 
just that under these abnormal circumstances. 

Mr. Smiru. Of course, they also lost their right to pro rata share 
of the surplus, didn’t they 4 

Mr. Hoxirrecp. Yes. 

Mr. WatinaAvuser. Of course, Mr. Holifield, you would make the 
proviso they would immediately have to return their money to the 
institution. TASB 

Mr. Houirretp. Oh, no, I certainly wouldn’t. I think if they had 
their money in there 44% moniis and they withdraw it, they un- 
doubtedly would put it in some competitive institution or a_ bank. 
They were free to do that. But the moral liability as I see it, is that 
the association had their money for 4 months, or 4144 months 

Mr. WatinaAuser. Of course, counsel would have to rule whether 
that is legal to give preferred treatment to persons who have not had 
faith enough to remain with the institution. 

Mr. Houtrtevp. I think so, I think there would have to be a deter- 
mination. 

Mr. Moss. I think in fairness to Mr. Dixon, in his original response 
he raised the question of the matter of the legality of such payment. 

Mr. Drxon. That is right. 

Mr. Houirtevp. I think that would have to be explored, certainly. 
But as to the intent, I think the intent there is commendable on the 
part of Mr. Gregory to want to do that. It is selfish from the stand- 
point of wanting to restore confidence in the institution, let us say, but 
itis a mutual association and this is mutually good for the community 
and everybody. 

Mr. Dixon. That is right. 

Mr. Houtrrevp. Just like I say, I think it was very commendable of 
Mr. Gregory to offer in the changeover of the institution, which he had 
proposed to the Board, to do—he is the first man that I know of who 
has ever offered to take that reserve and pay it to the people. 

Mr. Dixon. I agree with you. 

Mr, Houirretp. There have been other conversions in which as you 
know, under the law, you carry that reserve over for 15 years, it can’t 
be distributed until 15 years—— 

Mr. Dixon. But it is still there. 

Mr. Hotirietp. But it is there and it is earning money during that 

period of time, and this, in my opinion, is an unusually fair and hon- 
est type of proposal. I think, looking at it from a moral standpoint— 
looking at it from a legal standpoint, it is not necessary under the law, 
it hasn’t been—but as I see it, it is a fair proposal which I had never 
heard before until Mr. Gregory made it. And I think that this pro- 
posal under these abnormal circumstances of seizure and panic and 
the run on the bank, to convey back to those people that which they 
lost because of their own actions, it is true, but actions that were 
spurred by fear of losing their principals, and I think both stand on 
the same basis of fairness to the people involved. 
_ Now, whether it can be done legally, I don’t know, but if it could be, 
it would seem to me like it would be a good thing for the community 
and for the general reputation of savings and loan associations in 
California and elsewhere. 

Mr, Watiiavser. Mr. Holifield, don’t you agree that while it may 
be good for the community, it would be better for the association if 
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they could make an agreement with the shareholder that he return his 
money ¢ 

Mr. Horirrevp. Oh, yes. 

Mr. WaLiHAvuser. You get some practical benefit. 

Mr. Houtrievp. I think as a matter of fact, I think without tying 
him up on a contract or anything like that, I think in gratitude a good 
many people would bring their money back into the association. 

Mr. Wa.tiuauser. That might then weed out those who have with. 
drawn money for other reasons, other than the-—— 

Mr. Hotirterp. Yes; I certainly agree that this would be an objec. 
tive to look for. 

Mr. Watimauser. Maybe we are going far afield. I think it is up 
to the board of directors. 

Mr. Houirrevp. It is up to the board of directors—— 

Mr. WatiHavser. Of the association. 

Mr. Houtrrevp. To do the best which they think for their associa- 
tion in the community. 

Mr. Moss. Now, were there any other areas besides those two? 

Mr. Dixon. As I recall, those were the only serious—I think the 
mechanical procedures and so forth were subject to some discussion, 
but as far as I was concerned, those were the two things that bothered 
me most. 

Mr. Houtrrerp. May I ask Mr. Dixon a question at this point? 
Now, Mr. Dixon, I am going to ask you a question, and I leave it up to 
your honesty as to whether you want to answer it or not. If you don't 
‘are to answer it, just say you don’t care to answer it. If you had to 
do this over again, would you seize this institution and bring about the 
course of events that have been brought about, with what you know 
today ? 

Mr. Drxon. With what I know today ? 

Mr. Houtrtep. Yes. 

Mr. Drxon. Probably not. 

Mr. Houirieip. Probably not. 

Mr. Moss. Mr. Wallhauser, do you have any further questions of 
Mr. Dixon ¢ 

Mr. WAaLLHAvsER. No questions. 

Mr. Dixon. Congressman Holifield ? 

Mr. Houirrerp. Yes. 

Mr. Drxon. I don’t mean there would be no disciplinary action. 

Mr. Houtrtevp. Oh, no; I understand. 

Mr. Moss. Mr. Smith, do you have any questions? 

Mr. Smiru. No. 

Mr. Moss. Mr. Holifield, do you have any further questions? 

Mr. Houirteip. No. 

Mr. Moss. Do you have any further questions? I recognize Mr. 
Roback to direct some questions to Mr. Wyman. 

Mr. Rosacx. Mr. Chairman, there are some matters in the record 
which are discrepant, not only within the committee testimony, but 
also with regard to the sworn testimony that appeared in the court 
proceedings. Now, I will touch upon a few points here and also ask 
Mr. Wyman, as a preliminary, whether he has a list of the persons 
including the association executives who attended the April 23 meeting 
in Los Angeles? At page 648 of part I of the printed record, Mr. 
Wyman volunteered to try to get such a list. 
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Mr. Wyman. I thought that was supplied to the committee. We 
did zet the information and I believe—if it was not supplied it was 
merely an oversight, because here itis. I obtained the information. 

Mr. Moss. It will be received for the record at this point, if there is 
no objection. 

(No response. ) 

Mr. Mureuy. Could I have one of those back, Mr. Roback? I think 
they are duplicates. : 

Mr. Moss. It will be exhibit K-6. (See appendix, p. 1350.) 

Mr. Ronack. Now, Mr. Wyman, your testunony was that you were 
there for a very brief period, that you arrived late and did not stay. 
Mr. Adams testified in the court proceeding that the meeting lasted 
an hour, that the purpose of the meeting was to hear you. Now, is that 
your understanding, that they were gathered to hear you, to have you 
answer questions 4 

Mr. Wyman. Well, my understanding of it was that Mr. Adams, 
as president of the Federal Home Loan Bank of San Francisco, 
thought it would be desirable to have a group of the managing officers 
of a limited number of the associations together in order that they 
might be advised firsthand as to the action. 

He arranged that meeting. He determined, either himself or by con- 
sultation with officials of the State League—and I honestly don’t know 
just which way it was determined—who would be invited. 

Mr. Ronack. Was this Mr. Adams’ idea, or was it your idea to have a 
meeting; was this Mr. Adams’ idea or was it your idea to have this 
meeting ¢ 

Mr. Wyman. Well, it seems to me that I recollect 

Mr. Rosack. Let me refresh your memory. 

Mr. Wyman. I can only testify as to the best of my recollection on 
it now. 

Mr. Rozack. Of course. 

Mr. Wyman. It seems to me that he suggested the idea. He may 
have talked to me about it and inquired what I thought about it, and 
I may have said to him that I thought it would be all right, if he felt 
it would be of any benefit, or constructive in any way. I frankly 
couldn’t go beyond that at this moment because I just don’t recollect 
that particular detail of it, Mr. Roback. 

Mr. Rozsackx. Mr. Adams told the court that he came down south 
from up north in response to your request. Now, you told us that this 
was Mr. Adams’ idea. I am not trying to match testimonies. I want 
to get your recollection possibly refreshed as to whether you asked Mr. 
Adams to do this or he suggested it to you in the first instance. 

Mr. Wyman. I am not sure as to his coming down to Los Angeles 
from San Francisco, I am not positive just how that was. I may have 
suggested it to him. I may have asked him to do so. It is perfectly 
possible. 

Mr. Ronack. These association executives met in the offices of the 
Board at Los Angeles, rather than at the Biltmore; isn’t that so? 

Mr. Wyman. You refer now tothe meeting this group [indicating] ? 

Mr. Ropack. April 23; yes. 

Mr. Wyman. That group with which I met on the 23d met at the 
Los Angeles branch of the Federal home loan bank. As I recollect 
it, I do not now recall the specific words of my previous testimony on 
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it; it seems to me, however, that the meeting was called for either 10 :39 
or 11 o'clock in the mor ning, perhaps 11 o'clock. I was detained op 
some other matters. I was 20 or 30 minutes late getting there. These 
gentlemen were there, they had been there, I presume, for 20 to 39 
minutes, and I presume furthermore, talking among themselves, al. 
thought I don’t know that to my personal knowledge. 

After 1 got there we gathered together in the office of Coal Newell, 
vice preside nt of the bank, and we t: talked there for some 15 or 20 min. 
utes, as IT reeallit. I hada long-distance telephone call and 1 went ou 
to take it, and when I got through with the call they had all gone but 
one or two of them, and those one or two were out in the corridor there, 
on their way out, and that was the tenor of the meeting insofar as my 
participation in it went. 

Mr. Ropack. Now, did you hear or did you participate in any dis. 
cussion at that meeting regarding the effect of a possible failure to 
pay the forthcoming dividend on other institutions in the area? 

Mr. Wyman. I heard some discussion of it. I heard just one or two 
comments, it seems to me at that time from one or two persons, and I 
don’t recall who they were, but I did not participate in any diseussion 
of it. 

Mr. Ropacx. Did you hear any discussion about raising a kitty of 
funds among the associations to pay this dividend ? 

Mr. Wyman. No,sir: Idid not: 

Mr. Ropack. Were you ever told or did you ever hear subsequently 
or before that that idea was contemplated 4 

Mr. Wyman. No, I did not. 

Mr. Rosackx. Do you know whether anybody attempted or solicited 
anybody to raise a fund for such purposes ! 

Mr. Wraan. I don’t know anything about that. I don’t know any- 
thing about the inception of that, 1 don’t know anything about the— 
any activity whatsoever connected with it, in the raising of such funds, 

Mr. Rozackx. Do you know whether Mr. Clock ever came to Wash- 
ington, Mr. Wyman, in connection with this particular inquiry? 

Mr. Wyman. Not tomy personal knowledge. 

Mr. Ropacx. Did you ever hear that he did ? 

Mr. Wyman. How is that? 

Mr. Rozpack. Did you ever hear that he did? 

Mr. Wyman. I seem to recall hearing that he was here at one time, 
but I don’t recall when it was. It was no more than that, it was just 
a statement or a report or rumor or something. I don’t know. | 
didn’t go into it because it was not a matter of particular concern 
to me. 

Mr. Rozack. Mr. Robertson, did you meet or hear about. Mr. Clock 
coming to Washington ? 

Mr. Rozerrson. I have never seen Mr. Clock, I didn’t hear of his 
coming to Washington, I don’t know him at all. 

Mr. Rozack. I am going to ask you a question which is separate 
from the question in which the chairman indulged your unw illingness 
to reply. It is a separate question. Did you discuss with anyone 
outside the Board or its employees the question of the possible conse- 
quences to the industry of the nonpayment of the June dividends! 

Mr. Rozertson. No. 

Mr. Rozack. You did not? 
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(Mr. Robertson shakes head, indicating “No.”) 

Mr. Ropack. Mr. Robertson, do you receive from Mr. Wyman 
reports of his trips when he goes on authorized Board trips; does he 
present a report to the Board ? 

Mr. Rozserrson. I don’t know that he makes a formal report. If 
he goes on a trip we ordinarily know it, we ordinarily know it in 
advance, and if there is anything to report of consequence, 1 would 
expect that he would report to the Board. But I cannot say that I 
knew in advance or afterward of every trip that he had made. 

Mr. Ropacx. Do you make reports, Mr. Wyman, when you go on a 
supervisory trip 4 ’ 

Mr. Wyman. Yes. I wouldn’t—lI couldn't say that there had never 
been any exception, not a single exception to that, because that is 
trusting too much to recollection, but it is very rare indeed that I do 
not and have not made a report to the Board where 1 have gone out on 
any supervisory trip. | 

Mr. Ropack. Are these oral or written reports ? 

Mr. Wyman. Quite generally it is a memorandum report. There 

have been occasions when it would be simply an oral report, discussion 
with the Board. It would depend on the circumstances, but most 
generally it is in a memorandum form. 
Mr. Rosack. Now, there was some testimony by you in the record 
last time. I believe, to the effect that in several instances you were in- 
structed specifically by the Board to refrain from replying to certain 
committee inquiries, and Mr, Robertson said that he did not give you 
any such instructions. Do you have any observations on that, Mr. 
Robertson ¢ 

Mr. Rosertson. I don’t reeall what. you are talking about. 

Mr. Ropack. Well, when the matter of privilege was being argued, 
judicial privilege, Mr. Wyman refrained from making responses to 
certain inquiries. He said he had been instructed by the Board not 
to respond, at pages 189 and 438. 

On pages 204 and 205, I believe you said that he had no specific 
instructions to that. effect. 

Mr. Rogertson. I don’t recall. 

Mr. Ropack. You testified at page 204—— 

Mr. Rozertson. Yes, lam trying to— 

Mr. Sutoane. Can you read the pending question, please ? 

(Question read.) 

Mr. Rogerrson. I am still of the same opinion, I don’t recall them. 

Mr. Rosack. Mr. Wyman, who instructed you to refrain? Was it 
counsel ? 

Mr. Wyman. With respect to what particular matter ? 

Mr. Rosack. To refrain from answering certain matters relating 
to the seizure of Long Beach. You remember you testified in at least 
two separate places that the Board specifically instructed you not to 
reply to the committee. Now I am trying to find out who gave you 
the instructions. 

Mr. Wyman. I was instructed by the Board to decline to answer 
questions with respect. to factual matters involving charges that 
were made in order 13372 and resolution 13440. 

Mr. Rozack. Is it your testimony, Mr. Robertson, that you may 
have so instructed him, but you don’t recall ? 
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Mr. Roserrson. I certainly don’t recall it. 

Mr. Ronack. Do you recall who it was, Mr. Wyman, who instrueted 
you? Did you get.a written instruction ? 

Mr. Wyman. Yes. 

Mr. Rornack. You did? 

Mr. Wyman. It was at a meeting of the Board, at which all mem- 
bers of the Board were present, on the 5th or 6th day of June 1960. | 
have forgotten which day it was. 

Mr. Rozack. April or June? You mean right before the meeting 
here ? 

Mr. Wyman. Yes. 

Mr. Roracx. Was it a little strategy meeting ? 

Mr. Wyman. That is correct. 

Mr. Ropack. When did you, Mr. Wyman, present your seizure 
manual to Mr. Ault? I refer to it as a seizure manual. It. is a set 
of instructions dated April 22 and presented, I believe, the day before, 
according to the court testimony. 

Mr. Wray. I believe I gave it to him on the day which that in- 
strument bears, the 22d of April, if that is the date of it. 

Mr. Rorack. Did you give it to him in California ? 

Mr. Wyman. Yes. 

Mr. Rosack. Did you just kind of say, “Here, take this”? Or was 
this understood to be a set. of instructions which went to guide the 
man who was going to run this $100 million institution ? 

Mr. Wyman. Well, it was intended to be a supplement to the regu- 
lations and to the Board’s resolutions and orders with respect to cer- 
tain details of taking possession of the association and gaining actual 
operating possession, as distinguished from mere legal or technical 
possession. 

Mr. Rorack. Do you think that Mr. Ault followed the instructions 
pretty well? 

Mr. Wyman. May I have that question read ? 

(Question read. ) 

Mr. Wyman. I think so, yes. 

Mr. Rosack. Do you think that to follow the instructions he would 
have had to from time to time consult those instructions ? 

Mr. Wyman. Well, I assume that he would. If there was any 
occasion for doing so, any question or uncertainty about any particular 
matter which is covered by these instructions, that he would consult 
them. 

Mr. Ronack. Would it make any sense, Mr. Wyman, would it make 
any sense for the man who has to run a $100 million institution, who 
has a specific set of operating instructions, to say in court that he 
never received any written instructions? Does it make any sense? 

Mr. Wyman. Well, in taking possession of an association and the 
operation and conduct of it by a supervisory representative in charge 
or a conservator, in that case, there are certain things that should be 
done which are not found, spelled out in detail, in regulations and 
which the person who is taking possession of an association might 
not think of, or if he did think of them, might not think of them 
in proper order or proper sequence. 

Mr. Ropsack. You misunderstood my question, Mr. Wyman. I 
didn’t ask whether it made any sense to give the instructions. T asked 
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whether it made any sense for the man who had his manual of in- 
structions to testify or to state that he couldn’t recall ever receiving 
any written instructions. Does it make any sense ? 

Mr. Wyman. Well, I can’t answer that question. 

Mr. Ropack. You can’t answer that question 

Mr. Wyman. I can’t answer that question. 

Mr. Rosack. All right. 

Mr. Wyman. He did receive the instructions. There is no doubt 
about that. 

Mr. Rosackx. At page 533 of the record you were asked a question 
by Mr. Lanigan with regard to attorneys’ fees, I believe attorneys’ fees 
as reflected in certain examination reports, or at least certaim asso- 
ciation reports. I direct your attention to that page. I don’t believe 
we received a reply tothat. It is at the bottom of the page. This was 
a question of whether you received any statement or report from the 
examiners between January 25 and April 19, 1960, as to whether the 
books showed any adjustment relative to attorney fees. 

Mr. Lanigan asked you to check that, since you didn’t know. I don’t 
believe the record shows any response. 

Mr. Stoane. Excuse me, Mr. Roback. Was there a request sent to 
us for this material? Do you know? I mean other than what is in the 
transcript, itself? 

Mr. Rosack. If you will consult the chairman’s letter to Mr. Robert- 
son, you will see that he was requested to scan the record 

Mr. Sioane. I am aware of that. 

Mr. Rogack. You are aware of that? 

Mr. Suoane. Yes. 

Mr. Ropack. Your answer your own question, then. 

Mr. Stoane. There was no specific request made, then. 

Mr. Ropack. Do you have a response to that, Mr. Wyman? 

Mr. Wyman. What is the question now, may I ask? 

Mr. Rosack. I am referring to a question put by Mr. Lanigan—do 
you hear me ? 

Mr. Wyman. Yes. 

Mr. Rosack. I thought you might have. 

Do you want me to read the question out of the text ? 

Mr. Wyman. Yes, I would like to have the question read. 

Mr. Rosack. Will you follow it? Do you have a copy of this hearing 
volume ? 

You are answering Mr. Lanigan, and you said you did not recall re- 
ceiving any statement or report from the examiners regarding adjust- 
ment for attorneys’ fees in the records of association. Is there any- 
thing you can give us to complete the record ¢ 

Mr. Wyman. Well, I stil can’t answer that question beyond what 
I answered here because we do not have in our possession available 
tous at the moment in Washington the so-called interim or prelimi- 
nary reports by the examiners. And I could not answer that ques- 
tion without reference to those reports. 

Tam still of the opinion that there were no adjustments made, but 
[ wouldn’t undertake to answer it positively without having those 
interim reports examined. 
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(Subsequently the following statement was submitted by the Home 
Loan Bank Board :) 


Lone BeacH FrEpERAL SAvines & LOAN ASSOCIATION, LONG BEACH, CALIr, 


Between January 25 and April 19, 1960, no report was received from the Board's 
examiners that any adjustment had been made on the association’s books to re 
flect its liability for attorney’s fees. As at April 19, 1960, no adjustment had 
been made on its books since January 25, 1960, to reflect such liability. 

Mr. Rorsack. Do you know, Mr. Wyman, what the supervisory 
representative’s bill is during his tenure? What is the cumulative 
bill for his services, so to speak ? 

Mr. Wyman. You mean for the supervisory representative and 
those persons—the examiners working on his staff ? 

Mr. Ropack. No, those associated with the new management, 
Doesn't he put in a new bill for the services rendered, expenses 

Mr. Wyman. I don’t have the exact amounts with me. 

Mr. Ropack. Give us a guess, an approximation. 

Mr. Wyman. I can tell you only the approximate amount. 

Mr. Ropack. All right. 

Mr. WYMAN. Through May 31 it was approximately $50,000. Now 
it is a little more or a little less. I can’t tell you the exact amount: 

Mr. Ropack. You say through May 31? 

Mr. Wyman. Through May 31. 

Mr. Rozack. That is about $10,000 a week ? 

Mr. Wyman. That might be the approximate way it figures out. 

Mr. Ropack. What expenses are included; for example, the ex- 
aminers who make the—let’s put it this way: You have a set of ex- 
aminers, do you not, who are examining, who are making the regular 
examination ; is that correct ? 

Mr. Wyman. Yes, but that wouldn’t be under my jurisdiction. Mr. 
Walters would know about that. 

Mr. Rorack. But there are examiners in the institution making a 
regular examination, right? And there are examiners in the in- 
stitution making the special examination associated with the take- 
over, is that not right ? 

Mr. Wyman. I believe the examiners w me are in this institution now 
are making the examination as of April 22. I believe that is correct. 

Mr. Rosack. The special examination edlnting to the takeover and 
the examination that would come about periodically, they are all one, 
is that right; is that what you say ? 

Mr. Wrman. I believe the regular examination as of January 25, 
I think it was, 1960, is a finished examination, at least so far as field- 
work is concerned, and that the examination now is what might be 
termed a special examination in connection with the takeover of the 
association. 

Mr. Ropack. And is that separate from the examination of the work 
of the supervisory representative ¢ 

Mr. Wyman. Yes, yes, it would be separate and maintained on a 
separate schedule. 

Mr. Ropack. Now, all these examination fees, costs, rather—are they 
separate and apart from the $50-some-thousand ¢ 

Mr. Wyman. They would be billed separately. They would be 

cataloged separately and billed separately. The examination would 
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be billed as such, and the other would be for the services of the su- 
pervisory representative and the persons on his staff. 

Mr. Rozsack. Now, are those bills submitted to you for approval, 
or does Mr. Ault merely pay them out—authorize the payment? 

Mr. Wyman. Will you read that back? 

(Question. read. ) 

Mr. Wyman. Well, those bills are prepared by the Board’s Comp- 
troller‘and are then, I believe, submitted to the Board by the Board’s 
Comptroller, and upon approval by the Board the bills are then 
mailed: direct, by the Comptroller, to the supervisory representative 
in charge for payment. 

Mr. Moss. Do you have any further questions, Mr. Wallhauser? 

Mr. WaLLHAvusER. No questions. 

Mr. Moss. Mr. Smith? 

Mr. Smitru. No. 

Mr. Moss. Mr. Holifield ? 

Mr. Hourrrevp. No. 

Mr. Moss. Mr. Lanigan ? 

Mr. Lanican. No. 

Mr. Moss. Mr. Roback ? 

Mr. Ropack. No. 

Mr. Moss. Gentlemen, that appears to complete the hearings with 
Board members and Board personnel at this time. 

I propose scheduling, as soon as I can determine upon dates, some 
hearings in the Long Beach area. I want to examine into some as- 
pects of the management of the institution; I want to very carefully 
review the procedures employed in the dismissal of the persons upon 
the takeover by the supervisor in charge. 

There will be other related matters. It is my hope to schedule 
these hearings as soon as possible, but there are a number of factors 
which will bear upon the further scheduling of these hearings. 

There will be, perhaps, a requirement for additional information 
from the Board and I will have either Mr. Roback or Mr. Lanigan 
contact you for that material. 

I would like to be kept informed, Mr. Robertson, of any resumption 
of negotiations, should that occur, of any progress on resolving the 
matter of the Bellehurst loans. I think it only fair to acquaint the 
Board with the intention of the committee to watch this operation 
rather closely, to see how the institution survives. 

We will also be examining into some other complaints which have 
been building up, expressing the concern of other institutions, some 
problems of supervision by the Board. 

You gentlemen can be excused at this time from the witness table, 
and we will recall Mr. Gregory. 

You are excused, if you desire to be excused. The committee will 
not require you further. I am acquainting you with the fact that 
the committee has further testimony from Mr. Gregory. If you 
desiré to stay and to hear it, that is a matter of your own choice. 

Mr. Rogertson. Thank you, Mr. Chairman. 
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FURTHER TESTIMONY OF THOMAS A. GREGORY, PRESIDENT, LONG 
BEACH FEDERAL SAVINGS & LOAN ASSOCIATION 


Mr. Moss. Mr. Roback, I believe you have some—first, on yesterday 
you indicated in a request to the committee, Mr. Gregory, that there 
were a couple of items that you wanted to cover in completing your 
testimony. 

Mr. Grecory. Yes, sir. There had been one question raised that 
I thought I should touch upon, and that was various times during 
the record a matter of $700,000 had been mentioned as having been 
withdrawn from a trust account in connection with the Bellehurst 
Properties, and the representative in charge apparently had ques- 
tioned and the Board had questioned whether or not they could fore- 
close on the properties while that matter was at issue. 

I want to call the committee’s attention to the cross-pledge agree- 
ment, the blanket trust deed covering all of the properties which 
was signed by all of the corporate borrowers, the Acron Investments, 
Inec., Velturon Corp., Fullerton Country Club, Metrim Corp., C. 8. 
Jones, Edith Jones, Kenneth Walker, and Nancy Walker, which pro- 
vides that it shall also secure the payment of such additional sums 
with interest as may be hereafter borrowed from the beneficiary by the 
then record owner or owners of said property when evidenced by an- 
other promissory note or notes. Al] of the obligations of the various 
companies are evidenced by such notes. 

The pledge agreement which the association has from each of the 
corporate borrowers states : 

The undersigned hereby assign, transfer to and pledge with the association 
all money, whether held in a general or special account, or in an escrow or in 
a trust. 

Such pledge agreement further provides in paragraph 10-c that 
the association may— 
apply such collateral or other security * * * as the association may in its dis- 
cretion determine. 

I just wanted to point that out, that the association acted strictly 
within its written documents directing that it could exercise such 
discretion, and it is not uncommon for a lending institution to offset 
and use funds available in the client’s account to pay the obligations 
due the association. 

In the testimony in the courts in Los Angeles the agent. in charge 
has admitted the $700,000 was applied to the debts of these various 
people. I wanted the record to be clear on that. 

Mr. Hourrerp. Was there a claim that the $700,000 withdrawal pro- 
hibited or affected the ability of the developers to finish the houses! 
And if so, who made the claim ? 

Mr. Grecory. Apparently that. has originated by one—by Mr. Jones’ 
attorney, but only originated after the seizure of the company. Prior 
to that time there never was any question. When the examiners were 
on and Mr. Ault was on the witness stand, both he and Mr. Konecky 
testified that so far as they were able to determine, no question had 
ever been raised prior to the seizure. It is merely an excuse to nego- 
tiate with. There is no substance to the claim. 
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Mr. Ho.irtetp. In any event, there is no legal reason why you 
should not have done that? They assigned the right to do that in their 
trust agreement. 2 

Mr. Grecory. And with their knowledge we did it. 

Mr. Houirrevp. And there was no protest at the time ? 

Mr. Grecory. And there was no protest at the time, that is correct. 
Lalso wanted to point out to the committee, while you may be sonie- 
time in the future considering the amendment of the law, to consider 
the provisions of the administrative hearing facet of the law, for we 
are now faced with such a problem, and the problem posed to us is sub- 
stantially this: You have heard here the Board testify that they are 
managing the Bellehurst Properties, that they are making all the 
major decisions in connection with it. That has been substantiated by 
their subordinates in Long Beach and their testimony in Los Angeles. 
Their every act is subject to the approval of the Board members, them- 
selves, who are exercising whatever judgment is exercised. And I want 
to point out, in following up that very point, that there has been now 
submitted to the court under a subpena bills totaling $53,408.74 for 
the period from April 22 to May 31, 1960. That averages about 
$10,000 a week. 

The billing has been approved and paid by Mr. Harrington, an 
assistant of Mr. Ault in charge of the association, and was paid on 
August 9. 

Mr. Honirieip. The what / 

Mr. Grecory. The bill was paid on August 9. The bill says on its 
face that it has detail attached. It had no detail attached, and on 
cross-examination the examiner, Mr. Harrington, said the detail was 
never attached. ‘The supervisor said, “Pay it,” and so he paid it, 
without a question. 

The billing does not include the examinations that have been made, 
one commencing January 25, 1960, the other commencing April 22, as 
you gentlemen have heard. So we don’t have the amounts of those 
yet, but.they will be well above $30,000, I am sure, on the first one,.and 
I have no conception what the second one may be. Mr. Harrington 
testified when he was asked if on the monthly reports which he signed, 
if the deferred charges were included in the reports to substantiate 
the good bookkeeping, as they contended should be maintained, that 
any deferred charges should always be reflected. He testified he did 
not know whether they included the amounts or not. On cross- 
examination it was disclosed that he just signed the report without 
having compared it. with the books and had no basic knowledge of 
what was in the report at all. 

So I wanted to submit to you gentlemen that the reports that come, 
that are signed by various personnel of the Board are such that they, 
in this instance, the person who executed the report doesn’t know its 
contents, he certified that what is in it is true, but it is without any 
knowledge on his part that it is. I was rather amused at one point at 
looking at the monthly report. Down at the bottom of it it says: 
“Includes dividends declared but not yet credited to the savings 
accounts.” These dividends were declared as of June 30, and their 
report was as of July 31, so their books have been out of balance for at 


least a month. I don’t know how much longer. I just mention that 
in passing. 
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Mr. Horrrrevp. That is nothing unusual for the books to be out of 
balance ? 

Mr. Grecory. It was with the Long Beach Federal, yes. 

Mr. Houtrterp. It was unusual ? 

Mr. Grecory. Yes. I cannot remember a time when we have paid 
dividends that as of the close of the books on June 30 the amounts 
have not been credited to the ledger cards and balanced out with the 
general ledger. 

Mr. Horirretp. As of 

Mr. Grecory. As of that moment. 

Mr. Hottrterp. That day? 

Mr. Grecory. That day, that is correct. 

I don’t remember a time, I can’t remember a time when it hasn’t been 
balanced and properly credited. The association has always main. 
tained the books so that in a matter of 2 or 3 hours they could close the 
books, strike their balance and balance to it. That was the way we 
thought that they should be run. ' 

Mr. Harr ington also testified he was in charge of the recent exami- 
nation starting on January 25. He also testified that he signed the 
certification for the report, and on cross-examination it developed that 
when he signed the certification, the report had not been typed, that 
there had been numerous changes made in it by his superiors in review- 
ing it, that in some instances he had been called in connection with it. 
He had not kept a record of the calls, nor did he remember the instances 
where there had been changes. So I want to point out again, although 
the report upon its face may look as if it is authentic, it is a certification 
without—well, it is false. It certifies that it is a true report, and he 
doesn’t know whether it is or not, and those are not his figures that are 
being presented above his signature. 

So this is a system that ‘has been used, I understand, not in this 
single instance, ‘but it has been a system that has been used by the 
Board and its agents over a long period of time and may account for 
some of the problems between the time the examiners come into an 
association and the time the information finally reaches the Board. 
If there is a desire to change the complexion or the impression that 
a report would give, it only i is necessary to remove a part of the truth, 
leave a half-truth, it can leave a w rong impression. 

I want to point out to the Board that that is a matter that should 
be considered and is one of the matters that we face now in the ad- 
ministrative hearing. 

Undoubtedly these reports I am talking about will be presented 
as factual matters, as evidence, as a part: of the reason to substantiate 
whatever claims they make, but they are without the proper founda- 
tion—they are false, they are fraudulent reports, and we have to face 
that and try to ferret out the truth and offset it with whatever we 
ean find to do it with, and they are in charge of our books. 

Mr. Moss. Well, isn’t it a fact that if a report is altered after 
certification has been made, that if the alteration occurs without the 
full knowledge and agreement of the person making the certification, 
that whether the end result is a correction of the report to conform 
with the facts, the certification, itself, becomes false ? 

Mr. Grecory. I am under that impression, Mr Moss. But T also 
remember Mr. Wyman sitting in a group, as we discussed our preblems 
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gome years ago over the prior seizure, and he pounded the table and 
said, “I am entitled to take as authentic, as in good faith, whatever 
report reaches my desk. It was made by a Government employee in 
the common ordinary course of business, and I am entitled to take 
it as fully authentic and fully true.” 

Mr. Moss. When it is certified to, I would say the normal expecta- 
tion is that it should be accepted as being a true report reflecting the 
best knowledge and judgment of the individual making the certifi- 
cation. 

Mr. Grecory. But I also want to point out that the practice that 
we are now talking about as having been followed, had been followed 
prior to that time. We had the problem before, we still have the 

roblem—the problem of the inaccuracy of reports. 

Mr. Ropack. Isn’t it the problem there, Mr. Gregory, that the ex- 
amination reports pass through various hands? In other words, as 
I understand it, Mr. Chairman, there isn't a single report with a cer- 
tification, “This is my report.” The examination report comes in, it 
is written by several examiners, it goes up to their superiors, it may 
even come to Washington and it will come back with editings all 
along the line. At least I understand that occasionally has been done. 
So you don’t have a single document reflecting one sole individual’s 
responsibility. I think that is the situation. 

Mr: Grecory. That is right. 

Mr. Moss. Of course, whether or not the document was prepared 
by the individual, the person certifying to it accepts that responsibility ? 

Mr. Grecory. That is correct, that is right. 

Mr. Moss. Either in good faith or fraudulently. 

Mr. Grecory. That is right, that is correct. We have the prob- 
lem, and I understand it and I want to point it out to the committee. 
I hope somewhere down the line some standards can be set to.guide 
the agency and guide their conduct in such a manner that at least 
those that try to run associations in the future won’t be faced with 
the thing we are faced with. 

Then we have the problem, as set out in the more definite statement, 
of considering the association not as of April the 22d, as of the date 
they adopted, or the 19th, the date they adopted the seizure order. In 
this more definite statement it sets out what the contentions of the 
Bureau will be in that it is what the hearing officer finds at the time 
he has the hearing. The document is dated August 17, and on page 6 
it says, near the bottom of the second paragraph: 


The sole purpose of the hearing to begin on September 1, 1960, being to deter- 
mine whether any of the grounds stated in resolution No. 13440 exist— 


Tt does not say “existed,” it says— 
exist for the appointment of a conservator for the association. 


Now we have had the Home Loan Bank Board in charge of our 
association for quite a little while. And if I were the supervising 
authority over them I would consider their conduct unfit and unsafe 
in the operation of the association as they have characterized some 
activities before. They have sat here with the Bellehurst property 
for this length of time, with an obvious deterioration in it, with an 
unwillingness to do anything about it, with offers being made to reha- 
bilitate it. Not only that, but every other facet of the association on 
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what they call a holding operation. They are going to look at the 
association not as it was on April 22. Certainly it would be foolish for 
a hearing officer to not say that, when he hears the evidence, that the 
association may have been all right here a few months ago, but as we 
look at it now, well, whether it was started—the unsound practices 
so-called were started then or what resulted in it or what caused it js 
of little consequence. He cannot give an association back to the public 
if it is then in a position where it is in jeopardy. I want to point out 
the condition that was brought about by the Board and not by the 
members of the association or the former management ; they have five 
promissory notes that they have signed. C. E. Ault, as supervisory 
representative, and that is signed on behalf of Long Beach Federal 
Savings & Loan Association, and each of these notes is a demand note, 
upon demand, as each one of them starts out. The first three of them 
srovide for a 4 percent interest, but upon a 15-day notice it can be 
increased to a 6 percent interest. 

And then the other two notes were changed. It starts out the same 
way, “Upon demand,” does not prov ide for an interest rate except as 
determined by the Federal Savings and Loan Insurance Corporation 
prior to the close of business of each 6-month period, and says, “The 
rate shall not exceed 4 preent per annum.” 

There is a contradiction, however, in these last two notes. The 
loan agreement signed is in conflict with it, for the loan agreement 
says that upon 15 days’ notice to the association they can raise the 
interest to a rate not exceeding 6 percent. 

So they have a document at least authorizing them to raise all of 
the interest rates to 6 percent, certainly on the first $80,000 they 
can 

Mr. Houtrretp. $30,000? 

Mr. Grecory. $30 million, thank you, sir. On the first $30 million, 
without any question at all, and there may be a technical question on 
the next $15 miilion, but it would be contradictory. In any event, if 
the association should not comply with their request, it is on demand, 
so they could ask for the money back. 

Let me point out what this loan agreement means. Although they 
have generally assumed the position that those notes were unsecured, 
the loan agreement is a requirement and delivery of collateral, and 
I will skip some of the language in between and just read the substance: 

The Corporation reserves the right to require * * * that any or all notes 
be secured by a pledge of assets of the association * * * and all principal pay- 
ments received by the association on such collateral shall be deposited in a 
special banking account. Such funds shall be used only for the liquidation of 


the indebtedness to the Corporation, unless otherwise released by the Corpora- 
tion or until the indebtedness to the Corporation has been paid in full. 


They have a right to require additional collateral or substituted 
collateral under an additional paragraph : 





Upon demand, the association agrees to deposit immediately with the Cor- 
poration or its agent such additional collateral or substitutions of collateral as 


the Corporation, with the approval of the Board, may at any time or from 
time to time require. 


Now, under the release clause they havea provision: 
The collateral shall be released whenever the value of the collateral as deter- 


mined by the Corporation exceeds 160 percent of the association’s indebtedness 
to the Corporation. 
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Then the association can pay on demand, if they can’t pay the in- 
terest or they are operating overhead, too, the next one, paragraph 
D, provides : 

In case of failure by the association to make payment, when due, of the 
principal or interest of any note, the Corporation is authorized * * * to sell, 
assign, and deliver the whole or any part of the above-mentioned collateral at 
any public or private sale, without advertisement or notice of time or place of 
sale, or adjournments thereof, which are hereby expressly waived by the asso- 
ciation, the association hereby waiving any and all equity or right of redemption 
whether before or after sale hereunder, and upon such sale the Corporation, 
with the approval of the Board, may become the purchaser of the whole or any 
part of said collateral, free from any such right or equity of redemption. 

So, gentlemen, we have history repeating itself. The association 
found itself in the first seizure with such an agreement being signed by 
the then conservator to the Federal Home Loan Bank of San Fran- 
cisco, and in the course of events the Federal Home Loan Bank of 
San Francisco forfeited the collateral of the association at a private 
sale without notice and without right of redemption, according to their 
position. We think it was fraudulent, we think we will ultimately 
recover, but this is 14 years since they seized the company, and we 
have not recovered yet. 

It takes quite a while, and it is an injustice to the shareholders of 
a community. This Savings and Loan Insurance Corporation, as 
well as the Board, has one sole function, so far as I can determine, and 
that is intended by the Congress to be to protect the people. There is 
no element of protection in any of the conduct of the Board, at any 
point in their entire operation. Every document, every act, every- 
thing that they have done has been for the purpose of depleting the 
assets of the association and destroying its existence and destroying 
the rights of the people who own it. 

Now, the administrative hearing officer has this kind of a picture 
to consider as to whether or not. the association should be returned. 
It is not the making of the association’s officers. We have had no 
control over it. 

Neither have the people whose money is there. It is entirely up to 
the hearing officer to make his findings. When he makes his findings 
the Board can agree with him or not. They can wash out everything 
that he has done and rewrite whatever findings that they would want 
in connection with it. 

So that we have in the ultimate instance the Board sitting in judg- 
ment upon its frauds against the association. We have the Board 
setting up the manner in which they can steal the association’s assets 
or misappropriate them or misuse them or misapply them and there 
is no redress, there is no opportunity for us to find anything any- 
where. 

_Mr. Rosack. Mr. Gregory, with regard to the Insurance Corpora- 
tion $45 million loan, is it your understanding that this is an unprece- 
dented thing? This was a use of the assets—use of the resources of 
the Insurance Corporation to help cope with an anticipated run, is 
that right ? 

_Mr. Grecory. It is my understanding that the Insurance Corpora- 
tion has a right to make a loan, an investment, or a contribution, if 
there is an emergency, and it is necessary to prevent a default in an 
association or an anticipated default. 
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So I think it is well within the legal limitations of what—if there 
is an emergency. 

Mr. Ron. ick. Is it your position that if the Insurance Corporation 
is entitled by law to put in $45 million to cope with the business that— 
the accelerated business that ensues in the form of withdrawals— 
that it also has the legal right to use those and additional resources to 
help restore the institution ¢ 

Mr. Gregory. Oh, yes, and I have another point involved here. My 
point is this, that the Board disqualifies themselves from acting. Ip 
my view, they demonstrate their complete incompetence to act if they 
so use the resources of the Insurance Corporation to further con- 
fiscate the assets of the shareholders. That 1s wh: aut this note and this 
loan agreement are set up to do, that is what the San Francisco bank 
did in violation of the intent of C ongress. They did it; the record 
is clear. 

Mr. Ropack. And you add the point that. they have succeeded under 
their own regulations to the rights of the shareholders? 

Mr. Cirecory. The shareholders have no right to compl: ain, tech- 
nically. Technically they have no right to complain. Equitably, of 
course, they have. But the right of the shareholders is cut off 
until after you go through the process of them holding the associa- 
tion in what they 7 call a holding petition, claiming, of course, any deple- 
tion is incurred by acts of the prior management. And I want to 
point out to you people that there was an offer pending on Bellehurst, 
that we had advised the Board that we were selling our loans, that the 
closing date of that offer would have been the middle of May, by 
the written document submitted, that their seizure destroyed that offer, 
and that within a matter of—well, it was May 5—we were able to, 
the assets were of sufficient value 

Mr. Houtrrerp. In the Bellehurst. region, you are now talking about? 

Mr. Grecory. That is right. The assets were of sufficient value 
that in that short period of time and with this amount of money in- 
volved, we were able to get another firm offer by able people to com- 
pletely protect the association against any loss. 

Mr. Hoxtrrerp. And this is the Lou Boyar offer that you speak of? 

Mr. Grecory. That is correct ; that is right. 

Mr. Horirieip. Now, subsequent to that particular offer and after 
a period of time had run, did he reduce that offer ? 

Mr. Greeory. Yes, based upon the further accumulation of interest 
and the amount of vandalism that had been done at the tract. Now, 
before Mr. Boyar made the offer, he sent his crew into the tract and 
they checked the entire tract. and made a résumé of what it would cost 
to finish the buildings, what damage had been done, what there was 
there to finish the properties with, “what they would have to supply, 
and his offer was made based upon his own staff’s—— 

Mr. Hotirietp. Estimate. 

Mr. Grecory. Estimate and survey. He made another survey at 
a later date, and after the second survey he reduced his offer by 
$1,490,000 based upon what the difference was between his first survey 
and the second survey, and the interest accruals, and one other factor, 
and that. was the ¢ ontinuing : adverse publicity to the tract, and the fact 
that the best sales season, the summer season and early fall, is rapidly 
coming to a close, and it would be almost an impossibility to market 
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the properties now in this fall area, even though there was an accept- 
ance as of this date. co ont dail } 

So he has to take into consideration it will be spring again before 
there would be a rapid sales program, whereas if the offer had been 
taken in the first instance, in May, he could have hit the period August, 
September, October, November, in the sales period, and it would have 
made a tremendous amount of difference dollarwise. 

Now, I want to also point out that although he has reduced his 
offer $1,490,000, that that is out of whatever equity Mr. Jones and 
Mr. Walker would get. The association can still, as of this date, 
should it accept the offer, can be protected and come out without the 
imvestment of another dollar, with the collection of its interest. up 
to date, with the completion of all buildings—he would bond himself 
to do it—with the payment of the Metrim loan in full, $2,200,000- 
some-odd cash principal payment, and the collateral underlying the 
Metrim loan, $10 million worth, left to guarantee his operation. 

Mr. Ropack. Does that imply foreclosure on the present borrower ? 

Mr. Grecory. It would, with the present owners, but I want to point 
out it takes 4 months to foreclose a property normally. We have been 
quite a while since April 22, and there is no foreclosure started yet. 
Now, the Board seems quite concerned that Mr. Jones and Mr. Walker 
be given a 30-day grace period. If they had just given Long Beach 
Federal that much, we wouldn’t have had a problem. 

If they had something that they were adverse to, of such a serious 
nature as they contend it is, and had given us the 30-day notice, we 
could have, as to those matters involved in court, had the court review 
it before a seizure, as to the matters such as the Bellehurst property 
or Mr. Whaley’s matters, we could have done what we have done now, 
present an offer, enforce the payments. 

We could have rehabilitated the matter and complied with what- 
ever Was necessary, as a matter of fact. If they had just left it alone, 
by the middle of May, the Bellehurst problem would have been over. 
The offer was there. It is in writing. The ietter is there setting up 
the date of completion. 

Mr. Houtrrerp. Tell us something about the responsibility of this 
man Boyar? I know, of course, that he was the developer of Lake- 
wood. And you might describe that. 

Mr. Grecory. In the Lakewood properties, there are somewhere 
around 18,000 or 20,000 homes, in excess of 17, I am sure, which were 
developed. They purchased a country club and expanded it. They 
are building some real substantial houses around it now in the $70,000, 
$80,000, $100,000 bracket that they are developing and selling and 
doing nicely with. They are in the process of developing a project 
over toward the San Fernando Valley area or maybe a little bit far- 
ther toward the Ventura side, that will have somewhere more than 
20,000 houses in it. They have built and sold in southern California 
in excess of 70,000 houses. 

Mr. Hoxtrretp. He is easily one of the largest developers. 

_Mr. Grecory. Considered one of the largest developers in the Na- 
tion and considered one of the most reliable financially. T have no 
conception what his financial resources are, but I do know this, that 
to pay out $2, or $3, or $5 million, or $8 million, on Bellehurst doesn’t 
seem to bother him. 
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Mr. Horirretp. Did he, after his first appraisal of that property, 
did he indicate to you that he expected to make a profit on his opera. 
tion ¢ 

Mr. Grecory. Yes,sir;hedid. He anticipated that he could release 
to Jones and Walker the 66-acre site that we normally have referred 
to here as a “borrow pit,” plus the already accumulated equity in the 
sales contracts. ‘The borrow-pit property, the property will develop 
about $4 million to $4,250,000. 

The sales contracts—they were $600,000. I don’t know what they 
are now, but somewhere around $400,000 or $500,000. The Jones- 
Walker group could come out with $414 or $5 million, and he had an 
easy $5 million profit left in the project after the recovery of all of 
his investment, according to his calculations in his first survey, 

Mr. Ho.trre.p. So that doesn’t sound very much like this was a 
distress situation, when a man like Lou Boyar steps in and offers to 
take all of its responsibilities in anticipation of a profit of $5 million, 

Mr. Grecory. That is correct. He anticipated the profit and the 
profit is there. That is not an unreasonable anticipation. There are 
ample equity, ample property, ample things to support it. 

Mr. Howirretp. Orange County is the fastest growing county in 
the State, I understand. F 

Mr. Grecory. I believe itis. I think its population—— 

Mr. Houtrrevp. In the Nation, I believe it is. 

Mr. Ropack. One of the fastest in the Nation. 

Mr. Greeory. In that one congressional! district there are over 1 
million population. I should like to file with the committee a com- 
parison of the major assets and liabilities of the association. I didn’t 
include all the detailed accounts, but these are the principal ones, and 
analyzing the imposibility of the association surviving with this kind 
of a loan, with this kind of loan documents except at the mere whim, 
at the mere whim of the Insurance Corporation and the Home Loan 
Bank Board. 

Mr. Moss. Do you want this included in the record? For the file? 
We have to have a request from the committee. 

Mr. Hoxirrevp. Yes; I so request. 

Mr. Moss. Is there objection to the request to placing this analysis 
in the record ? 

Mz. Wauiuauser. I have no objection as long as it is clearly made 
that it is Mr. Gregory’s analysis. 

Mr. Moss. Certainly. With that, it will be included in the record 
as exhibit K-7. (See appendix, p. 1351.) 

Mr. Hourriexp. In view of the provisions which are written in that 
note, and which has been signed by Ault. 

Mr. Grecory. That is correct. 

Mr. Houirretp. And which under the law becomes a valid obliga- 
tion of the association. Do you think you could possibly take back the 
association with that kind me note and live under it ? 

Mr. Greeory. No, sir; it could not be done with that kind of—we 
are merely living at the whim of whoever happened to be in the office 
that day. There is no stability to it, and I don’t believe that a man- 
ager could conscientiously ask the public to place their funds in an 
institution that can so, without cause, without any procedure at all, 
make a simple demand and place the association in such condition 
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that it couldn’t possibly pay its shareholders the return of their 
vy wake to point out, too, another one. In the first instance the 
Board restricted the representative in charge to taking in accounts 
up to $10,000 per account. Then the Board on July 6, by its resolution 
13650, removed such a restriction. ; 

They can now take in accounts above $10,000. I submit to you gen- 
tlemen the inherent danger to the people who place their funds in such 
q situation is that the Insurance Corporation is not obligated to pay 
above the $10,000 amount, and they have taken unto themselves suffi- 
cient documents to wipe out all of the association’s resources and leave, 
as it is now couched, an $8 million deficit toward repaying the present 
savings. : . 

I don’t know what can be done about it. I am not proposing that 
anything be done about it at this point. But I think the committee 
should be apprised of this fact, that this fact does exist. In setting 
up standards for the conduct of the Insurance Corporation as charged 
with the responsibility of protecting the people’s savings, I think 
there should be sufficient limitations in their conduct that they can’t 
use that as an excuse to require documents that will enable them to 
have a legal—at least the semblance of a legal right to confiscate the 
people’s savings by the exercise of the documents. That is what they 
have here. They will claim, “We havea legal right.” The San Fran- 
cisco bank claimed that. “We have a document signed by the con- 
servator. We have a legal right to confiscate.” And that was the 
people’s money they confiscated. 

The whole legislative history of creating the Home Loan Bank Sys- 
tem was to give a system of institutions or financial reservoirs to 
which savings and loans could go and take their collateral and not be 
wiped out, such as many of them were in the depression that caused 
many failures. 

The whole import of it was to place a type of financial institution 
there that would not take an unfair advantage of the companies deal- 
ing with the public savings. They have missed the whole import of 
what Congress intended when they placed them there, by the type of 
document that they are using in conducting their business. 

Mr. Hottrretp. By virtue of the wide discretion which Congress 
gave them, they can prepare a document which is self-serving dike that 
and which no businessman would sign in making a loan of that type 
ata bank. No businessman would sign even a small loan on demand 
unless he knew that he had the money available to pay that. demand 
note. And even your 30 and 90 day bills, why you at least know you 
have got 30 or 90 days. But in this case you don’t know that you 
have got 5 minutes. 

I want to get. to a point—I wrote a question down here that I failed 
to get time to ask Mr. Robertson. My question was: Why does Mr. 
Robertson characterize the $5 million as a subsidy. My comment on 
that, and I would like to have you analyze this so-called differential 
formula, if it hasn’t been done properly. I wrote: Would not the 
bills or charges or claims against the association, if valid, be paid from 
association funds in any event ? 

Now, I am talking about the charges for examiners, the charges for 
the Federal Home Loan Bank attorneys, all of these charges, if they 
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are proven valid ina court asa claim against the association, would 
the association not. have to take from such funds as it has, whether 
they were reserves, undivided profits, set-asides for contingencies or 
any Other area of the association’s assets, would you not have to resort 
to that to pay those bills? 

Mr. Grecory. That is right. 

Mr. Hoxtrrevp. So what you are really setting up here, you would 
borrow the $5 million from the Insurance Corporation as I under- 
stand it, and pay them 3 percent interest, which is roughly conceded 
to be the price of nioney—and I want to go into that in a minute— 
and then on the differential that you would make on that $5 million, 
you would accumulate and amortize any of these bills or charges or 
claims which were found valid, is that right ? 

Mr. Grecory. That is right. That is the intent of the deal. And 
out of the discussions this paragraph arose, in the following manner: 
In the first instance the association had not agreed to absorb the 
liability on the Willhoit claim. We were covered by a bond from 
a bonding company, at. least on a part of it, and maybe on enough to 
pay it, and they wanted to settle all litigation. 

So that was one of the first ones in the course of a discussion that 
we talked about capitalizing, as we have now called it. 

I started off in our discussions with the theory that there would be 
$5 million of net profit to the association and I felt that the association 
should have that amount in exchange for the actual assets it is giving 
up. It is giving up an awful lot of assets and an awful lot of claims 
and thet ight to recover a lot of property. 

We are talking about giving up the Ammann accounting, which our 
legal counsel have advised us, if we can ever get. to trial on, should 
amount to between $414 to $5 million to the association. 

We are talking about the claims to the San Francisco bank, with 
accrual of interest and the various elements involved there, which 
should be a $10 million claim. Just those two alone are getting into 
fairly sizable proportions. Then there are other facets in addition 
to that where there are other claims. So we are giving up real assets, 
real claims, the elements that have cost the association money, that 
had they not happened, we would have had them in reserve, so that 
we are entitled to recovery. 

In order to even maintain the position with the San Francisco bank, 
I point out to you we have had a $7 million cashier’s check intact 
since '1953. Well, it is difficult to lose the earnings on $7 million 
and not get something back for it somewhere down the line. Yet 
that was necessary, for us to preserve our claims against the San 
Francisco bank. 

So in order to preserve the shareholders’ right, that has been an 
investment that was necessary. We are entitled to some recovery for 
that. Well, in compromise with the Board, we have thought that, 
however we offered to—we offered finally after discussions to take it 
on this basis, that there are some of those matters we should capital- 
ize and get out of the interest differential. 

Their first discussions with me were: well we can raise the amount 
of loans the Insurance Corporation will buy in order to give you enough 
more to do that. Then came the question: Well, we don’t want any 
arguments at all, now we don’t want there to be the slightest argument 
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at all in connection with the costs to the Board for its examination, 
what the supervisory agent spent, while he has been there, the costs 
of the Willhoit claim, we want those charged oft and done away with. 
That is true of the prior claims—in connection with the prior super- 
visory—prior seizure that the association would have to absorb. So 
their first instance was to raise the amount of loans the Insurance 
Corporation would buy, which would give the association a larger 
income, and then there came the question: Well, maybe they should 
maintain the amount advanced by the Insurance Corporation for a 
period of time. 34 es cing 

There wasn’t any real question in our early stages of discussion as 
to whether the Insurance Corporation had a right. to make an invest- 
mentornot. The point was it already had its investment there. 

Mr. Houiterp. It had already invested $45 million. 

Mr. Grecory. Well, not quite that much then, but it has now. And 
asthey looked into the thing, and as we got into the discussion, it looked 
like it was going to be a good $60 million in order to come anywhere 
near the formula. 

Mr. Houirretp. Now, if these deposits of some $36 million, these 
savings accounts, if they are withdrawn, if demands are made on that, 
will not the Insurance Corporation have to put up that $36 million? 

Mr. Grecory. Substantially all of it. 

Mr. Hourrretp. Substantially. So in addition to the $45 million, 
they stand in the position of having to put up an additional $36 million. 

Mr. Grecory. According to the last statement we had, cash and 
bonds of about $7 million, but that is very substantially reduced since 
July 31. That is down now about $314 to $4 million. So they would 
have another——— 

Mr. Houtrtevp. I assume the savings accounts have also gone down. 

Mr. Grecory. Yes; they have. So they would have another sub- 
stantial, another $30 million. 

Mr. Houiriretp. Now, in this continued reserves and surplus you 
have the item included in that of the San Francisco bank claim, do 
you not ¢ 

Mr. Grecory. Incidentally, I took that off of their statement that 
they have signed. 

Mr. Houirrevp. In other words, you got these figures from their 
statement ¢ 

Mr. Grecory. The one, July 31, 1960, I got that from their state- 
ment. The other came from our figures on information that I had as 
of April 20 out of our own records. But the July 31, 1960, figures 
came from their records. The July 31, 1960, figures came from the 
supervisory representative records. 

_Mr. Hotrrrerp. So when he talks about a subsidy on this $5 mil- 
lion, which would be discharged by your differential earnings, they 
are ignoring the claims? 

Mr. Grecory. It is not asubsidy. It isan exchange of assets. It is 
a way of the Insurance Corporation settling claims that are against it. 
It has the liability, the same as the San Francisco bank has. 

_ Mr. Hourterp. And not out of their own funds, but out of the earn- 
ings which your association contemplates making ? 

Mr. Grecory. That. is correct. The framework of this agreement 
would completely repay the Insurance Corporation without a loss at 
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a rate slightly above their average interest rate that they now earn on 
their total investments averaged out. 

It would completely rehabilitate the Insurance Corporation and 
would be a great sacrifice to what the shareholders, alone, in Lon 
Beach Federal would be entitled to, but a much better deal for them to 
do rather than to have the prolonged litigation that it may take in 
order to collect. 

It is a sacrifice on Long Beach Federal’s part, of the part of the 
shareholders, but they have a tremendous sacrifice as it is. I don't 
know what ultimately will be the result of it, out of a long series of 
court battles. If equity prevails, I doubt if the Insurance Corpora- 
tion gets much of its $45 million back; I would doubt that very much. 

Mr. Houirrevp. Aren’t the loans collateral for that? In other 
words, couldn’t they sell the loans which the association has made to 
pay that off, this 160 percent collateral ¢ 

Mr. Gregory. We charge the Federal Home Loan Bank of San 
Francisco with fraud in connection with the conversion of our assets 
there, and it took several years before the full import of that hit the 
courts, but it finally has. What they have done has finally hit. We 
asked for a $714 million exemplary damages against the San Francisco 
bank for their misusing their functions intended to help the public, 
Using what was put there for the benefit of the public in order to 
defraud them. 

We think that this institution in Long Beach has a real value and 
would have had a real value had they left it alone. The people are 
not only entitled to the return of whatever their surplus was; they are 
entitled to the return of whatever that institution meant to the commu- 
nity, in a measure of exemplary damages. And if we are successful 
ultimately in the lawsuit in recovering anything from the Home Loan 
Bank Board for the misconduct here, I feel very confident there will be 
a large measure of exemplary damages. There should be. That is 
the only way 

Mr. Houiriretp. And your formula for negotiation would have wiped 
out all claims on your part on this point as well as other claims against 
the Insurance Corporation and the Home Loan Bank of San Francisco 
and the Home Loan Bank Board of Washington ? 

Mr. Grecory. That isright. The Long Beach Federal undertook to 
settle every claim of its shareholders against any of the officials of the 
bank, except for embezzlement and that type of thing which was 
provided for in the contract, that they should return to the association 
its books, records, and assets, excepting what had been paid out to 
shareholders. 

They had an opportunity to settle without a lot of adverse publicity 
and to do a good job of rehabilitation to the community and to, I think, 
save themselves an astronomical loss. 

Mr. Hourrrevp. Mr. Chairman, I have no more questions, unless 
Mr. Gregory has a further statement. 

Mr. Moss. Mr. Wallhauser ? 

Mr. Watinauser. I have no questions other than that I would like 
to have Mr. Gregory clear up for me on this analysis that he sub- 
mitted: Apparently you have charged off $72 million which is the 
collateral at 160 percent of the $45 million. 

Mr. Grecory. That is what the loan agreement provides. 
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Mr. Watiuavser. That is what the loan agreement provides, but 


you have charged it as though it were completely paid out and not 


redeemable, haven’t you ! 

Mr. Grecory. That is what the loan agreement says they can do. 

Mr. WauiHaAuser. They can do. 

Mr. Grecory. That is mght; that is right. 

Mr. Watiuauser. But wouldn’t it be more realistic in this analysis 
to put in $45 million as a chargeoff, rather than $72 million ? 

Mr. Grecory. There are two purposes for this analysis here. One 
of them is to show that, though they do not use the forfeiture they are 
entitled to, according to this loan agreement, the $72 million as col- 
lateral, the agreement provides that all of the principal payments be 
impounded and paid tothe Insurance Corporation. 

t also provides that interest be paid. Now, they could leave a dif- 
ferential interest rate, as we have asked for in the agreement, or they 
could not, at their whim. If they did not, if they charged the full 
6-percent rate, there would be no return left out of this $72 million for 
which the association could use to pay operating overhead or pay divi- 
dends to the remaining shareholders, $36 million worth. 

In other words, taken as is, without the use of the forfeiture, taken 
as is, it renders it completely impossible to operate the association. 

Mr. Moss. Would you yield at that point? 

Mr. WALLHAUSER. Yes. 

Mr. Moss. What you are saying is that for all practical purposes 
you have segregated from the assets of the association the $72 million 
in loans because both the principal payments and the interest pay- 
ments would be paid over to the Insurance Corporation for whatever 
period of time was required to pay off the $45 million of loan? 

Mr. Greeory. To pay off the loan, that is correct. 

Mr. Moss. So for a period of time, whatever the time might be for 
the amortization of the loan, for all practical purposes, this amount 
has been subtracted from the assets of the corporation, or of the 
association ? 

Mr. Gregory. That is right. 

Mr. WatiHAvuser. But some of it would return. 

Mr. Moss. Ultimately you would have a return if they elected to 
permit you to have a return ? 

Mr. Gregory. Not—I would agree with you if the association could 
live that long. 

Mr. Moss. I recognize that. 

Mr. Grecory. But the association can’t live that long. 

Mr. Moss. Mr. Wallhauser’s statement was that ultimately ; that is 
ultimately if you lived. 

Mr. Grecory. If we can live that long, but we must default ahead 
of that because there is not enough left to pay the overhead. 

Mr. Moss. That is right. 

Mr. Watiuauser. But then the ultimate return would go to whom- 
ever the shareholders were at. the time—— 

_Mr. Moss. It would go to the Insurance Corporation upon liquida- 
tion. 

Mr. Grecory. In the San Francisco bank it didn’t go to the share- 
holders. This is an arm of the same agency. They didn’t even wait 
for a default. . i 
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Mr. Watiuauser. It is an interesting point that 1 am trying to 
explore. . 

Mr. Houirrevp. Yes. 

Mr. Ropack. I believe Mr. Husband testified that in formal liquida. 
tion, in there are any reserves they are supposed to be distributed, 
If there is anything left over from the repayment of obligations, jt 
is distributed to the shareholders pro rata. 

Mr. WatiHauser. Yes; that would be my—— 

Mr. Ronack. That was testified to. 

Mr. Moss. Then let us say it would go back ultimately, but. for the 
period of X number of years, for all practical purposes, the: assets 
have been reduced effectively. 

Mr. Grecory. That is right. 

Mr. Moss. By the $72 million. 


Mr. Warinavser. If this is not so, this is certainly another are 


this committee should consider in lecislation, because that we« uld be 


most unfair if that were the case. 


Mr. Horrerenp. As I heard the reading of the provisions of that | 


note—I am a busimessman, I have signed those at banks—but I would 
never sign a note like that. 

Mr. Moss. Of course,-you were—— 

Mr. Hottrrevp. In fact, I walked out of a bank during the bank 
holiday because I wanted to borrow a very sm: ‘al sum, less than $1,000, 
and I happened to have property that was worth at that time about 
$15,000, and they wanted me to put up all of that property as col- 
lateral for a 90-day loan of less than a thousand dollars. And I said: 
What happens at the end of 90 days if you don’t want to renew the 
note 

They said, we can foreclose on all your property. And I walked 
out’ of a bank in my home town of Montebello because I wouldn't 
submit to that kind of a note at that time. And this was right when 
the banks tet ‘losing all over the country. 

Mr. Moss. Of course, I think it is well that the record clearly shows 
one of the sited of concern to me. Here you have an agency 
which assumes many different hats. Now, we say that the note was 
signed by the supervisory officer in charge of Long Beach Federal. 

He is a man in whom is vested all of the authority presumably of 
the previous directors and of the shareholders, but he is a subordinate 
of and subject to the direction of the Board, which has undertaken 
to seize the institution. 

The same Board which sits as the Board of Directors of the Insur- 
ance Corporation. 

So under one hat it directs that application be made for a loan and 
under the other hat, it says: We approve the loan. And its employee 
must then sign the loan, the note. 

Now, of course, you have no comparable situation where a private 
individual would ‘have that dilemma. He wouldn’t sign it if it 
weren’t satisfactory, but here there is no one exercising an independent 
judgment on the interest of the shareholders. I mentioned earlier 
that it seemed to me that some means should be devised to insure that 


if they must seize, they select a competent and well-qualified person 
to place in here. 
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Here we have a $9,000-a-year Government clerk—that is about all 
he is—operating Long Beach Federal, as its board of directors, as the 
voice of its shareholders, as the sole authority, in theory, at Long 
Beach, not qualified in background. Let us say maybe he is qualified, 
but there is nothing in his background to indicate the qualification. 

You wouldn’t go out and hire anyone to manage an association with 
assets of $100 million. 

Now, this is a very unfair and I think a very unsafe procedure. 

Mr. Wauiiauser. | agree with your comment, except as I sit here, 
I cannot think of any way that you could employ a knowledgeable 
person for a short duration of time such as this was presumed to have 
been for. 

Mr. Hourterp. Thinking along ‘the line that 1 expressed today 
when I said that possibly the members of a region should have some 
kind of judgment function in setting the overall interest rate for a 
region, and also the factor of compelling the institutions to abide by 
that, if they worked, you might also have a regulation to set up a 
committee of savings and loan managers of comparable institutions, a 
committee of three, and have them function in the public interest. 

Mr. Moss. You might borrow one. 

Mr. Honirenp. During a period of this time. 

Mr. Moss. And put him down there. Or even a well-experienced 
assistant manager of an institution. 

Mr. Houirietp. A big institution 

Mr. Moss. Outside of that immediate community, so that we 
wouldn’t have this conflict of interest. 

Mr. Houirrerp. There are ways, | think, that this could be handled. 

Mr. Moss. To insure that there should be competent management. 

Mr. Wauiuauser. It certainly should be explored, no question about 
that. 

Mr. Moss. Some challenge at least. to the Board, in acting ina role 
where we say, usually, there will be two or more parties conferring 
and exercising judgment and arriving at an understanding of what 
will be best. 

Here there is just one party assuming all roles. I think we have 
erred in drafting the laws that permit this. 

Mr. Hotirrerp. Mr. Chairman, as I look at this balance sheet, and 
as I look at the language here which says that the examiner— 

Mr. Moss. From what are you reading / 

Mr. Houtrrecp. From the more definite statement. It says: 





The sole purpose of the hearing to begin on September 1, 1960, being to deter- 
mine whether any of the ground stated in Resolution No. 13,440 exist for the 
appointment of a conservator for the association. The Board, therefore, denies 
said second request. 

Now, as I look at this, and I see that this situation or a situation 
which is worse will exist on the date of—September 1; isn’t it? 

Mr. Grecory. That is right, next Thursday. 

Mr. Houtrretp. Next Thursday, when the hearing starts. The 
question comes to me: How can that examiner do other than recom- 
mend a conservator for an institution which has been pushed from the 
point of solvency to the point of insolvency ? 

Mr. Moss. I wouldn’t agree with you completely on that. We had 
a careful discussion of that on the record. It is the position of Mr. 
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Robertson that it dealt with the situation existing on the date of 
seizure. That is his statement. I think the examiner has a certain 
latitude here. If I were the examiner, I would want to look at the 
institution as it existed on the date the order issued. 

Mr. Houiritetp. Well, that would be the morally right thing to do. 
Don’t you agree ¢ 

Mr. WauiHauser. Oh, yes. 

Mr. Houirierp. That they must look at the condition as of the date 
of seizure, regardless of the language that is contained in this more 
definite statement. 

Mr. Grecory. Whatever the hearing examiner’s desire is, he is there 
at the instance of the Board, as their representative, and they have 
here already instructed him. He can’t go beyond this instruction. 

Mr. Moss. That question can be very carefully raised before the 
examiner and the testimony taken here under oath could be certainly 
called to his attention. It has been gone into in detail. And the 
expression of Mr. Robertson was it would be most unfair. 

Mr. Greeory. I agree with him. I think it would be most. unfair. 

Mr. Rosacx. There is an additional question, Mr. Chairman. That 
is, what is the practical situation, the fait accompli? There is no 
procedure under the Board or under the law for dealing with institu- 
tions that were made insolvent. by the Board’s own management. 

Mr. Horirievp. Nor is there redress. 

Mr. Moss. I recognize that. Nor does it compel the examiner to 
consider events subsequent to seizure. 

Mr. Ropack. Take the Bellehurst loans. The examiner started to 
note that. situation in 1955-56, I believe. When does that problem 
emerge? In other words, can you have a cutoff date in this business! 

Mr. Moss. I am talking of the hearing examiner. 

Mr. Ropack. Well, I may not know. 

Mr. Moss. Aren’t they supposed to have an examination, a special 
examination as of the date of seizure / 

Mr. Watiuauser. They are working on that now. 

Mr. Ropack. It takes several months. 

Mr. Moss. That should certainly be before the examiner. 

Mr. Grecory. Their testimony on that in court a few days ago was 
to the effect that it should be finished sometime this year, but they 
might miss on their estimate, it might not be. 

Mr. Moss. I am not saying that the procedure afforded for a hearing 
isa good one. What I am saying is that I don’t feel that the examiner 
is bound, necessarily, to consider conditions now existing, rather than 
the conditions existing at the time of seizure, although I would be 
inclined to feel that his area of consideration is in between, and occurs 
at the date of the order 13440 directing that a hearing be held for the 
determination of whether or not. a receivership should be set up. 

Mr. Grecory. In any event, whatever the hearing examiner admits 
as evidence, or doesn’t, there has been an attempt here to cut off. 

Mr. Moss. I have always maintained that. He is completely pre- 
cluded from consideration of any of the facts of 13372. He is bound to 
consider only those items set forth in 13440. And there is no mergmg 
before him of the issues, there is no merging before the Board in its 
review of the isues, Ifa merging takes place, it is the merging before 
the court, and the court is handicapped by the fact that the examiner, 
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not being permitted to merge, cannot accept evidence and is unable, 
therefore, to forward the sort of record which the court upon review 
could utilize for a proper merging in depth of the issues. 

I think this is a very serious defect in this whole setup. 

Mr. WatiHmauser. Mr. Chairman, another subcommittee of which 
Jama member and of which you area member too is presently studying 
the question of hearing examiners, as to whether or not they should 
be taken from the general register or whether they should be taken 
with specialized knowledge. And in testimony before this other sub- 
committee evidence was pretty plain that the general idea of hearing 
examiners has worked well in most agencies. Now, I think perhaps 
this committee should especially study whether, in this particular 
agency, the administrative procedure might not. be corrected in some 
way to conform with what apparently is good in other agencies. 

The Federal Trade Commission Chairman, for instance, spoke very 
highly of the fine work that had been done by the hearing examiners. 
The Chairman of the Interstate Commerce Commission testified the 
same Way. 

Mr. Moss. I think the difference, though, is this: We are talking of 
agencies where the hearing examiner undertakes hearings on matters 
which have not. been handled in a summary fashion. Here we are 
faced with the fact that the Board, in seizing, acted without hearing, 
acted in a summary fashion, and the association was denied the oppor- 
tunity to have a hearing. 

Mr. WatiyHavser. That, in effect, is what I asked this subcommittee 
to do, was to determine the differential between them. 

Mr. Moss. I think we should; I think we must. 

Mr. Watinavuser. The determination of the differential between 
the two types, the good and the bad, if you want to put it that way, 
the efficient and inefficient way. 

Mr. Moss. We have some excellent hearing examiners in FTC, some 
very good ones in FCC, the SEC. 

Mr. WatiHaAvuser. My impression is this, that the hearing exam- 
iner to hear this case, someone has told me this in here or outside, 
comes from SEC. Mr. Gregory can correct me. 

Mr. Greeory. That is in the record. 

Mr. Ropack. That isin the record. 

Mr. Moss. Mr. Robertson so testified. He will probably be a very 
excellent man, but he is bound by the limits of the scope of 13440. 

Mr. Grecory. A little while ago you were talking about the very 
fine commendations coming from the heads of these agencies as to 
hearmg examiners. What does the public involved in those matters 
think about those people ? 


Mr. Moss. I can testify on that if you would like me to. 

Mr. WaLLHaAvseR. Yes. 

Mr. Moss. In another committee, the Committee on Legislative 
Oversight, we had a very extended panel discussion by members of the 
varying practitioners, and there was general agreement that the 
hearing examiner system was very good. There are procedural de- 
fects in administrative law, but that does not go to the question of the 
examiner, himself. He has a rather tightly circumscribed role here. 


But the examiners, I have heard very, very little criticism of them; 
very little. 
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T think the only one I heard criticism of was in the channel 19 
Miami case a couple of years ago. 

Mr. Hourrrecp. Mr. Chairman, a paris umentary question. In view 
of the fact that it seems likely that Congress will adjourn this special 
session within a period of 5 days, it will be impossible to analyze 
these hearings we have had the last 8 days and prepare a report for 
submission to the full committee, I would think. 

Mr. Moss. Yes, that is correct; it would be impossible. 

Mr. Horirterp. In view of that fact, it would be impossible for us 
to get out a report, will it not? 

Mr. Moss. That is correct. 

Mr. Horirterp. In this session of the Congress. 

Mr. Moss. That is correct. 

Mr. Houtrtetp. Now, a new session of the Congress will begin in 
January, and we will be in the position then of having an unfinished 
hearing and report, and I would hke to know from the chairman or 
the staff as to what procedure is possible nm regard to the hearings 
that we have had in the last 3 days, consummating them in a report, 

Mr. Laniean. Could I comment on that? 

Mr. Moss. Yes. 

Mr. Lanican. What. has been done in the past has been for the 
chairman of the committee or the subcommittee to ask permission for 
the committee to file a report late. And then we have had a commit- 
tee meeting, a full committee meeting immediately preceding the be- 
ginning of the next Congress, when this one is stil] in existence. That 
would depend somewhat on whether the members are here or not. 
Mr. Hardy was approached in the last Congress, and if you recall we 
had a full committee hearing the day before Congress was convened 
and the report was submitted. 

Mr. Houtrrerp. I remember this occasion, and that is the reply I 
assumed counsel was going to give. 

I therefore, on the basis of precedent and the fact that this Con- 
gress will still be in session until the 3d of January, I move, Mr. Chair- 
man, that the staff be instructed to prepare a report in the meantime, 
based on these additional hearings and submit copies of that report 
to all members of the subcommittee, and if the chairman deems wise. 
to the full committee, giving the minority their usual courtesy of 
preparing any additional views that they may wish, if they wish to 
do so; and that we convene this subcommittee just prior to the begin: 
ning of the new Congress for the purpose of considering the report. 

Mr. Rorack. May I make an observation before that is ruled on, 
Mr. Chairman ? 

Mr. Moss. It isn’t a ruling. 

Mr. Ropack. At least it was a request. 

Mr. Moss. It was a motion. 

Mr. Hortrrerp. It is a motion. 

Mr. Moss. Therefore, the Chair will put the motion. 

Mr. Watinavser. May I make a comment before I vote? 

Mr. Moss. Certainly. 

Mr. Wariuavser. Not with the intention of obstructing the com- 
mittee in any way, but because I voted against the interim report be- 
fore and would like to maintain the same position this time, and would 
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prefer to wait until the completion of all the hearings before a report 
is made, I would respectfully like to be recorded as voting “No. 

Mr. Moss. The Chair will put the question on Mr. Holifield $s mo- 
tion. 1 think the motion is understood. I will call for the ayes by 
a show of hands, and nays. 

The Chair will say that he understands the motion to be that staff 
undertake to make a draft of a proposed report which will be sub- 
mitted to all members. Of course, there is no report until the com- 
mittee acts to recommend the adoption of one, and that the committee 
convene prior to noon of January 3, 1961, for the purpose of consider- 
ing whether or not it will at that time recommend the adoption of 
the draft report. 

Mr. Rosacx. I wanted to get a technical point clarified for the bene- 
fit of the staff, Mr. Chairman. Mr. Holifield put his motion on the 
report based upon the additional testimony. Now in our original 
report we have said that the record would be analyzed in detail and 
one or more subsequent reports would be presented. Mr. Holifield’s 
motion, if we want to be technical about it, is limited to just the 
supplementary testimony. ; 

Mr. Houtrtetp. I will amend the motion to consider all hearings up 
to date. 

Mr. Moss. The Chair places the question under unanimous consent 
that the understanding be that the report be comprehensive on all facts 
and an analysis up to the time it is considered by the subcommittee. Is 
there objection ? 

(No response. ) 

Mr. Moss. Hearing none, that will be the case. 

Mr. Houtrietp. Mr. Chairman, we will be faced with a very sharp 
limitation on time when we get back here, by virtue of the fact that 
most of us won’t be here very long. ‘So I therefore wish it also to be 
understood that the minority have access to this document, if possible, 
some weeks before we return in order that they might be prepared 
with their views, in view of the fact that we will not be able to 
entertain at that time a request fora delay. 

Mr. Moss. We will have it on the record that the report be ready; 
in fact be submitted to the minority members not later than the 10th 
day of December of this year, so that they will have ample opportunity 
toconsider it and to work with it. Is that satisfactory / 

Mr. WatitHavser. Off the record, 

(Discussion off the record.) 

Mr. Moss. The Chair would like to ask unanimous consent to place 
in the record two items which have been discussed in the course of these 
hearings of the past 3 days. 

Item 1 is a copy of the more definite statement of grounds for the 
appointment of a conservator which was handed down on August 17. 
1960, by the Federal Home Loan Bank Board in answer to a petition 
from the previous management of Long Beach Federal. Is there 
objection ? 

(No response. ) 

Mr. Moss. Hearing none, it becomes exhibit K-8. (See appendix, 
p. 1352.) 

Item 2 is a copy of the notes and the loan agreement executed on 
behalf of Long Beach Federal Savings & Loan Association by C. E. 
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Ault, supervisory representative in charge with the Federal Savings 
and Loan Insurance Corporation. Is there objection ? 

(No response. ) 

Mr. Moss. Hearing none, it becomes exhibit. K-9. (See appendix, 
p. 1355.) 7 

Finally, there being no objection, I will place in the record the data 
on construction loans of selected Federal savings and loan associations 
in southern California submitted by Mr. Wyman. This becomes ex. 
hibit K-10. 

If there is no further 

Mr. Houtrtevp. Mr. Chairman, I suggest that the terms of the note 
which Mr. Gregory referred to—— 

Mr. Moss. That is already in the record. It was just placed in as 
exhibit K-9. 

Mr. Houtrtevp. I see. 

Mr. Greeory. Mr. Chairman, there are some court transcripts that 
bear upon this subject that have been taken under oath from various 
of the governmental employees and with your permission, I should 
like to file these with the committee so they can take notice of them 
if they want any parts out of them. 

Mr. Moss. Is there objection to receiving such transcript for the 
files of the subcommittee ¢ 

Mr. WautiHauser. No objection. 

Mr. Moss. Very well. 

Mr. Grecory. I would like also, if I may, to file with the subcom- 
mittee, an index to the contract where [ have indexed the various 
subject matters. I show the paragraph relating to them, although 
they may be separated in the contract. 

Mr. Moss. The Chair would suggest this item be received by the 
subcommittee, reserving determination as to whether it should be for 
the files or the record, until we meet in December to consider the adop- 
tion of the report. 

Mr. Houtrrerp. Mr. Chairman, will the hearings be printed? 

Mr. Moss. Is there objection ? 

Mr. Hottrrevp. Will the hearings be printed in the interim record, 
and the exhibits attached thereto? 

Mr. Moss. As soon as we can get the printer on them. 

Off the record. 

( Discussion off the record. ) 

Mr. Moss. Hearing no objection, that is the order. 

Mr. Houtrrevp. Mr. Chairman, could I say this? Mr. Gregory has 
been a most cooperative and well-informed witness and I want to 
express my appreciation, personal appreciation that he has furnished 
us with a great many of the documents and papers which we could 
not have had access to otherwise, under the policy undertaken by the 
Board, and I wish to express my personal thanks for his cooperation 
in these hearings and his response to every request which the com- 
mittee has made. 
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Mr. Watiuauser. Mr. Chairman, speaking for the minority, I 
ould like to say that I think Mr. Gregory has been very eee 
ve he is certainly knowledgeable and I believe has cooperated fully 
a . , < J c e ; ; , 1 . 
rery request that the committee has made. 
ith every request tha ree — 
we Grecory. Gentlemen, I am deeply grateful for your comments. 
Mr. Moss. With that, the subcommittee will stand adjourned until 
+ AYLUODSS. 
her notice. . ; CR 
Perepon at. 5 :22 p.m., the subcommittee adjourned until furthe: 
notice. ) 
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APPENDIX 


Exnieit I—GENERAL INSTRUCTION TO C. E. AULT, SUPERVISORY REPRESENTA- 
TIVE IN CHARGE OF LONG BEACH FEDERAL SAVINGS AND LOAN ASSOCIATION, 
From Jonn M. WyMAN, Drrector, DIVISION OF SUPERVISION, FEDERAL HOME 
LOAN BANK Boarp, DATED APRIL 22, 1960 


FEDERAL HOME LOAN BANK BOARD, 
Washington, D.C., April 22, 1960. 
Re general instruction to supervisory representative in charge 
C. BE. AULT, 
Supervisory Representative in Charge, Long Beach Federal Savings and Loan 
Association, Long Beach, Calif. 

Dear Mr. Autt: The following general instructions are given in the interest 
of an orderly and proper discharge of your duties as supervisory representative 
in charge for the subject association. For reasons of brevity, the term “Super- 
visory Representative in Charge’ is hereinafter referred to as SRIC. There 
instructions are subject to any and all modifying resolutions and orders by the 
Federal Home Loan Bank Board. 

1. Taking control.—Since the SRIC must establish control at the outset, and 
since examiners must establish control for examination and inventory require- 
ments, he should be accompanied by such number of examiners as is necessary 
to take control. Examiners’ control will suffice for both. 

SRIC’s inventory (by the examiners) should proceed prior to or simultaneously 
with the examination, but the SRIC should call on the examiner in charge for 
such temporary assignment of examiners to the SRIC as developments may 
necessitate. Such assistants as are necessary should be selected promptly from 
available sources. 

2. Notice for depositories, etc—Immediately give written notice to depository 
banks and Federal Home Loan Bank (preferably on association stationery) of 
appointment of SRIC, with certified copy of Board resolution or order of ap- 
pointment, which notice should also state: 


(a) that outstanding checks dated and issued prior to the date SRIC 
took charge are not to be honored ; 


(b) the names of any persons upon whose signatures checks of the SRIC 
are to be honored. 

Also give appropriate written notice to all others holding or in possession of 
any association assets that an SRIC is in charge of association and its affairs. 

Immediately complete signature cards as required by banks so as to assure 
the honoring of checks issued by the SRIC. 

Make sure supply of blank checks is adequate and is under reasonable control. 
It probably will be advisable to continue to use the same checks, striking out 
any titles printed thereon. 

3. Association personnel.—The SRIC should give association employees a brief 
outline of reasons for his appointment, advising them to confine their activities 
to their official duties, and if normal operations are to be continued, assuring 
them of the security of their jobs so long as their work is done properly, and 
instructing them how to deal with likely questions from the public. All officers 
should be relieved of their duties and removed from the payroll, except only such 
minor officers (such as assistant secretary, assistant treasurer, etc.) as are 
performing necessary office or desk detail other than executive work; all persons 
retained by the SRIC in the association’s employ should be clearly advised 
to refer all matters of commitment of association to the SRIC or to one of his 
assistants, if any. Whether any of the minor officers or other personnel should 


be continued in their positions must be determined by the SRIC, but none should 
have any authority to commit the SRIC. 
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4. Locks, etc.—Before close of business on the first day, all locks and compbj. 
nations should be changed and placed under close control by the SRIC. No 
keys or combinations should be delivered by the SRIC to anyone other than 
his assistants; and one or more of them should open and close the office, vaults, 
ete., each day. There should never be a business hour when at least one of 
them is not in the office, and there should never be a time when anyone else 
is in the office (except perhaps the janitor if he is properly briefed) when the 
SRIC or one of his assistants is not there. 

5. Notice to FHLBB.—On the day after the SRIC takes charge (possibly after 
closing), he should send written notice, in triplicate, to the Secretary to the 
Federal Home Loan Bank Board as required by section 548.1(b) of the Rules and 
Regulations for the Federal Savings and Loan System. 

6. Arrangement for FHLB advances.—Promptly complete arrangements with, 
and execute essential documents for obtaining such advances from, the Federa] 
Home Loan Bank, as may be appropriate, so that the SRIC will be able to obtain 
money promptly in the event of a withdrawal emergency. Needs should be ap- 
ticipated sufficiently in advance to assure the association’s ability to meet them 
when they arise. 

7. Files—The SRIC should establish his own file under his own control for 
copies of orders, authorizations, reports, correspondence with the Federal Home 
Loan Bank Board or its officials, etc. Material exchanged exclusively with 
the SRIC and the Board or the Board’s officials would not need to be duplicated 
in the association’s own records, barring certain possible exceptions; but copies 
of matters that are part of the operation of the association itself should be placed 
in the association’s records in accordance with normal business practice. (See 
also item 13 below. ) 

8. Requests for authority— Requests by the SRIC for authority should be in 
quadruplicate (in addition to any copy retained by the SRIC), and should be 
numbered consecutively. All copies sent to Washington should be addressed to 
the Director, Division of Supervision of the Federal Home Loan Bank Board, 
and should be signed by the SRIC; the original will be returned to the SRIC 
for his records. 

9. Loan reports.—Loan reports by the SRIC to the Director of the Division of 
Supervision should follow the style of sample attached hereto; should be in 
quadruplicate all signed by the SRIC; and should be numbered consecutively. 
Reports of conventional loans made or additions to conventional loans should be 
accompanied by one copy of the appraisal by the association’s appraiser. 

10. Regulations.—Operations of the association by the SRIC are expected to 
be substantially the same as if the association were operated under its own 
management and directors, except in those respects as to which the rules and 
regulations or orders by the Federal Home Loan Bank Board impose different 
requirements or make other procedures necessary or desirable. Careful study 
and observance of part 548 of the Rules and Regulations for the Federal Savings 
and Loan System and of Board orders are therefore most important. If there 
is any question as to whether a desired or necessary action is authorized under 
such regulations or Board orders, prudence would suggest either that clarifica- 
tion be obtained by the SRIC or that he apply for an authorization, so that he 
will not needlessly run the risk of overstepping the regulatory limitations; re- 
quests for such clarification or authority should be addressed to the Director, 
Division of Supervision of the Federal Home Loan Bank Board. 

11. Authorizations.—While the five or six most basic needs are covered by the 
initial authorizing orders and resolutions, copies of which have been delivered 
to you, there will be numerous matters requiring special authorization. For 
example, authority to pay bills and claims originated prior to the date the SRIC 
takes charge; the payment of dividends: the payment of a bonus, if any, to 
employees; modification of previously existing loans; obtaining bank advances 
beyond the amount, if any, expressly authorized by the Board; purchases and 
sales of bonds; etc. Insofar as reasonably possible, needs of this character 
should be sufficiently anticipated to permit the SRIC to make a written authori- 
zation request to the Director of the Division of Supervision and to receive writ- 
ten approval or denial of such request; there might be some unforeseeable or 
emergency need, however, that would require oral clearance and subsequent 
confirmation. It is important for various reasons (SRIC’s own record, the self- 
sufficiency of the authorization request, the providing of adequate information 
to the person granting the authorization) that each authorization request state 
its purposes and reasons and the essential supporting facts—why the proposed 
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act is desirable or necessary or in the association’s interest ; and that it specifi- 
cally request the particular authority desired. The importance of this can 
hardly be overemphasized. When the matter covered involves a legal question, 
initialing of all of the copies of the request by the SRIC’s attorney is imperative. 
The SRIC should keep three or four copies of each request against future needs, 
and the original and three signed copies should be sent to the Director of the 
Division of Supervision in Washington (the original to be returned, one copy to 
pe furnished the legal counsel, one copy to be kept in the Director’s file, and the 
other for such additional purpose as may arise). 

12. Reports.—In addition to the customary monthly and annual reports, and 
to semiannual operating statements, each matter, action and development of 
material import or significance should be covered by file memorandum, or by a 
memorandum to the Director of the Division of Supervision (who should in all 
instances receive two or three copies) for these reasons, among others: (a) 
Such a record will be indispensable to the SRIC’s final report, to support all his 
actions in event of later question; (b) it will acquaint the Director of the Divi- 
sion of Supervision and, through him, the Board, with such matters and with 
the progress of the operation ; and (c) the record so made will show what actions 
were actually taken under the respective authorizations given, thus evidencing 
on the face of the record compliance with the limitations of authority. 

13. Files—The SRIC should build such files and folders for his own personal 
reference and use, and to be taken with him when he departs, as will fully sup- 
port his various actions and final report. A reasonably general rule in this 
respect is that, while the association’s records should evidence the actions taken 
in respect to the association’s business, the association’s records need not in- 
clude (perhaps with some exceptions) the reports, correspondence, authoriza- 
tions, ete., which involve the relationships strictly between the SRIC and the 
Federal Home Loan Bank Board or its officials. The latter will constitute the 
SRIC’s records to be taken with him when he departs. Copies of usual monthly 
and annual reports should, of course, be placed in the association’s records. 

14. Support of actions taken.—Insofar as it is reasonable to do so, it is de 
sirable that actions of consequence by the SRIC be supported by evidence of 
advice, concurrence, etc., by responsible persons. For example, authorizations 
or other actions involving major questions might well bear initial concurrence 
of the member or members of the association’s (SRIC’s) staff whose duties in- 
clude the exercise of judgment in the clearance of loans. Journal entries or 
adjustments of material significance might well be initialed not only by an assist- 
ant to the SRIC but by the member of the staff whose duties include the exercise 
of judgment as to such matiers ; ete. 

15, Claims.—While there would appear to be no reasonable necessity to request 
authority to pay such minor previously incurred bills as utilities, salaries, and 
identifiable supplies, it would be prudent for the SRIC to request authority to 
pay other previousiy incurred obligations as they are presented; this should be 
done by a self-sufficient authorization request in which the SRIC states his finding 
that the claim is proper, reasonable, and constitutes a valid obligation. In some 
cases Claims may not be legally binding, but morally binding or for other reasons 
merit payment. By obtaining authority as to such matters there will not only 
be compliance with the letter of the regulation, but a desirable and important 
record will be established as to the SRIC’s actions in regard to obligations that 
he himself did not incur 

16. Inventory.—As will be observed from the relevant regulation, there will be 
need for a number of copies of the inventory, and it should be sufficiently inclu- 
sive as to constitute reasonable evidence of what came into the possession and 
care of the SRIC. While this may be left very much to the examiners who are 
compiling the inventory for the SRIC, it is desirable that the SRIC assure him- 
self that its coverage is adequate. If there are any questions in this connection 
the Director of the Division of Supervision will be glad to be of assistance with 
respect thereto. 

17. Attorney—The SRIC will be well advised in his own interest to see that 
he is provided (through the Board’s General Counsel) with local counsel who 
will be available whenever he is needed and whose other interests (such as con- 
cern for the Federal Home Loan Bank Board or others) will not lead him to aban- 
don the SRIC in event of any claim or controversy as to which the SRIC is en- 
titled to competent legal advice. The point is, the SRIC should do what he can 
to see that the attorney with which he is provided will be his attorney—come 
What may. Questions pertaining to interpretation of any of our regulations 
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would best be taken up with the Board’s counsel, rather than local counsel, eyey 
if a telephone call is required, since our attorneys are much more conversant with 
our regulations. It is of course imperative that the Director of the Division of 
Supervision be kept advised of all such matters. 

18. Publicity.—If normal operations are to be continued, it is suggested that, in 
addition to such advertising as may be in preparation or underway, serious con- 
sideration be given the question whether it might be in the interest of the associa. 
tion to mail a constructively prepared dividend announcement to the members 
near the close of the period should the association then be operated by the 
SRIC; without alluding to any matters of difficulty, such publicity or announce. 
ment might tend to reassure present shareholders and to reduce possible reaction 
following the dividend distribution. 

19. Dividends.—It is suggested that reasonably supported request for authority 
to distribute dividends at the close of the dividend period come forward at least 
80 days in advance thereof, if the SRIC is then operating the association and 
payment of dividends is contemplated. Approval of such request might also pro- 
vide the subject for a favorable news release 

20. Signing of documents, etec—Formal or legal documents (such as deeds, re. 
leases, ete.) requiring execution in behalf of the association should be signed: 
ek ae wiht lash ee bss Association, by (name of SRIC), supervisory repre- 
sentative in charge.” 

Requests and reports to the Board or its officials (which are acts by the SRIC 
rather than by the association) should be signed by the SRIC over the title, “Su- 
pervisory Representative in Charge.” 

Letters, checks, and other papers that normally would come into the hands of 
the public may be signed in the name of the association by the SRIC, without 
inclusion of his title; this might indeed be preferable in those instances where 
in the judgment of the SRIC the inclusion of his title might tend to disturb public 
relations or public confidence. 

It is recognized that the foregoing instructions may not cover every detail of 
operation by the SRIC and that other questions may arise in particular situa- 
tions; it is believed, however, that the foregoing is sufficiently broad and inclu- 
sive to enable the SRIC to proceed along sound and proper lines. It should be 
emphasized that nothing herein is intended to modify any provision of the rules 
and regulations, or of orders or resolutions by the Federal Home Loan Bank 
Board but, rather, to implement operations thereunder. 

Sincerely yours, 
JoHN M. WYMAN, Director. 


P.S.—Attached hereto (exhibits A to E, inclusive) are certain supplemental 
instructions for the guidance of the SRIC; the details are of course subject to 
modification by him to such extent as the facts and circumstances of the particular 
association require. 

J.M. W. 
Ecvhibit A (supplemental instructions to SRIC) 


NOTES ON ACTIONS OF FIRST PRIORITY BY SRIC 


A. Taking control 


1. Take possession as far as possible in advance of hour of opening for busi- 
ness; or, if later in day, preferably at closing time. 

2. Deliver certified copy of order of appointment to officer in charge; advise 
him that all authority of all officers and directors is now suspended, that he 
and other officers should depart as promptly as possible; that no papers or 
other things, except only personal effects may be removed unless with prior 
consent of SRIC. 

3. Request that he call all employees together at once so that they may be 
informed; if he refuses to do so, they should be called together by the SRIC 
and he should then advise them briefly of status of association, and of their 
duties in the circumstances. 

4. Simultaneously with delivery of notice of appointment, have assistants, 
with aid of examiners, take control. Those who have been given responsibility 
for respective phases of operation (such as teller operation, loan department, 
accounting operations) should proceed at once to establish personal control 
thereof and co direct and instruct employees in the conduct of that phase of 
the business. Be sure supply of blank checks is controlled. If any question 
arises under pressure, as to which proper action is uncertain, usually safe rule 
is to go slowly. 
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5. It is important that the scope of immediate control include all files, desks, 
drawers, etc. Permission for anyone to remove anything other than clearly 

rsonal effects should be denied unless and until a physical examination and 
check has determined that it is (a) not the property of the association, (b) not 
related to its affairs or interests and not necessary to a complete examination 
of its operations and transactions. If there is any doubt, hold. Upon release, 
take dated, descriptive, signed receipt. 

6. If control is taken at closing hour, arrange for locksmith to change locks, 
keys, and combinations that day, even if overtime is required. Delay beyond 
business hours may complicate the situation and necessitate an all-night vigil. 


Exhibit B (supplemental instructions to SRIC) 


B. Notice to depositories, ete. 
1. Time will be saved if form of notice is drafted beforehand, since delivery 
without delay is important. : ae 
2. If possession is taken at close of business (and assuming depositories also 
are closed) review of disbursements of preceding few days should be made before 
delivery of notice to identify, insofar as practicable, outstanding checks the 
payment of which is to be stopped if not already paid by bank. 
8. Notice should specifically 
(a) state authority of SRIC and transmit certified copy of resolution 
or order of appointment ; 
(bo) terminate all outstanding authorizations to sign for, act on behalf 
of, and to have access to any assets of, association ; 
(c) authorize depository to honor signatures of SRIC and named assist- 
ants (signatures should be completed and delivered promptly) ; 
(d) state that checks issued prior to date of taking control shall not be 
honored ; 
(e) request bank statement to close of day or preceding day, with can- 
celed checks. 





Exhibit C (supplemental instructions to SRIC) 


0. Bank advances and liquidity 


1. As promptly as possible, ascertain cash position and determine extent of 
liquidity necessary to meet any reasonable possible emergency. Thereupon, ar- 
range for bank advances to be available upon a day’s notice or less as circum- 
stances may indicate. 

2. It may be advisable, depending on the situation, to place all U.S. Govern- 
ment bonds with Federal home loan bank and to set up any further required 
collateral in advance of actual need so as to minimize delay in replenishing cash. 


Erhibit D (supplemental instructions to SRIC) 


D. Mortgage lending, loans in process and commitments 

Second in importance only to obtaining full control is a careful and sound loan 
procedure. 

1. As soon as control over the loan department and operation is established, 
ascertain and list all loans in process, loans approved and in stages short of 
closing, and firm commitments, with relevant detail in order— 

(a) to determine contractual obligations and cash needs; 

(b) to anticipate draws on loans in process and to assure adequate and 
timely disbursement procedure ; 

(c) to cancel any undesirable ones that can be canceled without legal 
complications ; 


(d) to fix responsibility for all such loans made or disbursed after taking 
possession ; 
(e) to obtain requisite authorization to carry through on such obligations. 
2. As soon as feasible, review loan procedures ; revise any that are inadequate 
or questionable ; place in charge of competent persons ; assure conformity to all 
VA and FHA requirements. 
8. Obtain services of qualified independent appraisers and work out arrange- 


ments for appraisals. Also use present staff appraiser if he appears competent 
and is retained as employee. 
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4. In making loan approvals (always to be of record), it may be desirable 
to have officer in charge of lending operation recommend approval in Writing. 
Use assistants to aid or advise in capacity of a loan committee. 

5. Arrange for use of title attorney (with guidance of Board’s legal depart. 
ment) or title company. If attorney is qualified or if title company will do go 
it may be desirable to have them close loans if association’s staff is not thoroughly 
qualified. , 

6. Review all forms for adequacy. It may be desirable to have attorney re. 
view note and mortgage forms. 

7. Review hazard insurance practices, expiration record, etc. If removed 
officers or directors operate an insurance agency previously favored by associa- 
tion, discontinue such practice and determine upon policy to be pursued ag to 
acceptance of insurance policies. If association does not have errors and omis- 
sions policy, such coverage may be desirable. 

8. Review collection policies and procedures and maintain firm practice that 
keeps on top of this important phase. 


Evrhibit HE (supplemental instructions to SRIC) 
AFTER CONTROL IS ESTABLISHED 
E. Share capital 
Counter should be adequately staffed at outset with assistants authorized 


to sign checks, and qualified to deal with questions from shareholders and 
tellers. Tellers should be appropriately briefed as to SRIC’s policies and 


practices governing the acceptance of savings, payment of withdrawals, and 
share loans. 

The practice of paying withdrawals by checks is to be preferred and should 
be departed from only under extreme conditions that make it infeasible. 

Review signature card file and practice (also on loans); revise as seems 
advisable. 

Competent assistant should be at or near counter at all times to talk with 
disturbed shareholders and to guide tellers in dealing with public. 

Leases, contracts, insurance, etc.—Review all such matters as office leases, 
service contracts, advertising contracts, and hazard and liability insurance 
covering the association, in order to (@) ascertain association’s position, and 
to (b) determine whether caution or prudence require any action. Review of 
contracts and leases by attorney also would be advisable. Obtain such in- 
creases of insurance protection as is deemed prudent; if necessary, consult local, 
independent insurance agent. 

Safe deposit bow operation.—If association has such an operation, review its 
forms and procedures to assure that they conform to prudent practice. Make 
sure of requisite bond coverage. 

If association holds boxes elsewhere, place under dual control, examine 
contents in company of an assistant; keep record of anything added or removed. 

Negotiable securities——Place under dual control, preferably at regional Fed- 
eral home loan bank so as to facilitate bank advances. 

Fidelity bond.—Bond covering SRIC and employees will be obtained in 
Washington where original will be held. Copy and invoice will come to asso- 
ciation. SRIC may be called upon to complete bond application while binder 
is in effect and before bond itself is issued; if so, this should have prompt 
attention. 

Other assets.—If it is found that any one (such as officer or director) is in 
possession of any of association property (automobile, equipment, etc.) make 
written demand for its surrender. 

If association owns automobiles, place under close control; review insurance; 
establish procedure that assures against any bad practice in their use and 
expense. 

Policies affecting public.—Generally it is advisable to continue existing poli- 
cies affecting the public insofar as they are feasible and sound. Policies that 
are not good should be revised. 

Advertising.—Review advertising, billboard, etc., contracts, and program. 
Change to suit circumstances, if not already suitable. If advertising program is 
to be pursued, the services of a good local advertising agency would be desir- 
able. Keep a good file of advertising ordered and of copies as it appears. 
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Exner J-1—PRoPosep AGREEMENT BETWEEN THOMAS A. GREGORY AND FEDERAL 
Home LoAN BANK Boarp, RELATIVE TO SETTLEMENT OF LONG BEACH FEDERAL 
CoNTROVERSY, AND ATTACHED LETTER From Louis H. Boyar, Datep May 5, 1960, 
Proposine TO PURCHASE DESIGNATED BELLEHURST PROPERTIES 


AGREEMENT 


For and in consideration of the agreements, covenants, and conditions hereof, 
the Federal Home Loan Bank Board, hereinafter called the Board, the Federal 
Savings and Loan Insurance Corporation, hereinafter called Insurance Corpora- 
tion and Long Beach Federal Savings & Loan Association, hereinafter called 
the association, do hereby agree as follows: 

I. The Board does hereby withdraw and terminate, effective upon the adoption 
and/or execution hereof, its orders and resolutions numbers 13,372, appointing 
a supervisory representative in charge of said association, and 13,440, setting 
an administrative hearing, and 13,512, appointing a hearing examiner for said 
administrative hearing, and any and all other orders in connection therewith 
and all the rights, powers and privileges of the members, officers and 
directors of the association are hereby restored to them. The supervisory repre- 
sentative in charge, his agents and employees shall relinquish possession of the 
association to its officers upon their demand and shall deliver to such officers all 
association assets, all books, records, accounts and documents of every kind and 
character in which the association may in any way have an interest or be 
concerned. 

That the Board will replace or cause to be replaced all books, properties or 
documents and assets in as good title and condition as the association held them 
as of April 22, 1960, less the amount paid for withdrawals of savings accounts 
upon the order of the account owner, which the Board’s representative shall 
account for to the association’s officers. 

II. The association officers do hereby agree to microfilm or give other appro- 
priate receipts for the association property, documents and assets received 
from the Board agents. Access shall be maintained to association assets, 
premises, books and 1ecords by association personnel, in order that the customers 
may be properly and promptly served and to effectuate the agreements herein 
contained. 

III. The parties hereto do hereby further agree as follows: 

A. It is mutually agreed that all of the pending litigation and existing contro- 
versies between the parties hereto, except such litigation and controversies as are 
in this agreement expressly excepted from the effect of this paragraph, are 
hereby settled and compromised and the parties agree to promptly take all such 
steps as may be necessary in order to effect a termination of all such litigation 
which is not excepted from the effect of this paragraph. 

B. Upon demand by the association, the Insurance Corporation shall purchase 
from the association loans at the association’s book value equal in amount to: 

1. The net sums advanced by such Insurance Corporation to the supervisory 
representative for the association. 

2. Plus additional loans to be purchased from the association by said Insurance 
Corporation shall be the amount necessary to reestablish the association’s cash 
and U.S. Government bonds equal to $15 million, exclusive of association creditor 
liabilities. Such cash and bond liquidity shall be in the association’s assets upon 
repossession of the association by its officers. ‘Time is of the essence hereof. 

3. The total of such purchases shall be not less than $55 million. 

C. The loans to be purchased shall be selected as follows: 

1. The association shall retain the collateral loans and FHA loans. 

2. The association shall prepare documents for and assign to the Insurance 
Corporation an undivided one-half interest on a participating basis of the loans 
remaining in the name of Velturon Corp. and Acron Investment Co., Fullerton 
Country Club: Provided, however, That since April 22, 1960, there have been no 
changes in the security documents or release or conveyance of security for less 
than the release price established prior to April 22, 1960, securing such loans. 
In the event such changes have occurred, the Insurance Corporation shall pur- 
chase all such loans affected by such changes, without guarantee, as previded in 
section III-E and III-F hereof. 

3. The association shall assign to the Insurance Corporation all its loans 
guaranteed or partially guaranteed under VA regulation. 

4. The loans secured by two or more sets of loan documents shall be construed 
4s one loan pursuant to Federal savings and loan regulation and shall be assigned 


59258—60—pt. 216 
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together as one loan. Such loans shall be divided on an alternate basis. ff 9 
loan assigned to the Insurance Corporation as aforesaid, shall be objectionable 
to it, ‘such Corporation may exchange such loan for an alternate loan. 

5. The balance of the loans shall be divided alternately until the division og 
loans reaches the proper total. If a loan assigned to the Insurance Corporation 
as aforesaid shall be objectionable to it, such Corporation may exchange gych 
loan for an alternate loan. 

6. Interest on each of the loans assigned to the Insurance Corporation shal] pe 
paid to within 30 days of the date of assignment. 

D. That prior to the assignment of loans in the Bellehurst. subdivision op 
which construction is incomplete, the ?v1lowing conditions must exist: 

1...The interest shall be current to within 30 days. 

2. (a) The present subdividers shall deposit in a construction account Q 
minimum of $900,000 additional and establish a plan for making interest pay- 
ments pending an average 2-year sales plan, pay Metrim loan in full, without 
release of collateral from blanket trust deed, after the payment of Metrim loan 
in full, individual properties may be released upon payment of the specified 
release price therefor, and such release payments may be used on the obligations 
to complete construction, pay interest and/or principal loan payments on prop- 
erties completed and incomplete owned by Acron and/or Velturon Cos.; or 

(b) An offer be accepted wherein Boyar & Associates guarantee completion 
of construction and interest over a 2-year period, as per Boyar offer of May 5 
1960, supplemented by telegram of July 11, 1960, but with the restriction on 
usage and that 66-acre hillside property will be defended against usage as 
borrow pit and with the modification that the Fullerton Country Club loan pay- 
ment need not be accelerated ; or , 

(c) Boyar or other responsible developer offers to pay interest and fore. 
closure costs pending the 6-month foreclosure period to enforce the sale of 
security for such loans and there is an offer pending in writing to purchase 
at the foreclosure sale on terms equal to or better than those set out in the Boyar 
offer dated May 5, 1960, supplemented by Boyar telegram of July 11, 1960, but 
with the restriction on usage and that 66-acre hiliside property will be defended 
against usage as borrow pit and with the modification that the Fullerton Country 
Club loan payment need not be accelerated. 

3. In either event, any additional collateral may be released upon specified 
release prices, or in the event no release price is specified then on the basis that 
the appraisal of such additional collateral bears to the loans secured thereby, ex- 
cepting Fullerton Country Club property. 

E. The association shall service and administer such loans for the mutual 
protection of both the Insurance Corporation and the association, including the 
receipt of payments, disbursement of such receipts as herein provided, and gen- 
erally act as agent for the Insurance Corporation in the discharge of such 
responsibilities. 

The association in good faith shall exercise its discretion in the enforcement of 
each obligation, and consider in each instance the margin of security, prior per- 
formance, and goodwill in deserving instances, and when appropriate foreclose, 
substitute, or augment security for the protection of the Insurance Corporation, 
or otherwise enforce payment including the instigation of court process when it 
deems appropriate in its name or that of the Insurance Corporation, at its own 
expense. 

In the event of foreclosure upon any authority, the association shall direct 
the sale, amount bid, and resell upon terms and conditions to at all times pro- 
tect the interest: of the Insurance Corporation and repayable in installments 
within the amounts provided in the rules and regulations for Federal savings and 
loan associations. In the event such property shall not be resold within % days 
after title is acquired for an amount, payable under the sales agreement, escrow 
or otherwise, to fully reimburse the Insurance Corporation for its investment, 
then and in that event, the deficit shall be paid from the sums accruing to the 
association hereunder. The association’s powers hereunder and compensation 
as herein provided are coupled with an interest and are irrevocable. 
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F. As part of the consideration to the association for settling and compromis- 
ing certain pending litigation and certain existing controversies between the 
arties hereto, the association, for the period of 10 years from the date as of 
nich this agreement is executed, shall receive and retain for its sole use and 
penefit all of the interest in excess of 3 percent per annum paid on the loans 
purchased by the Insurance Corporation from the association, subject, however, 

Fi wing: 

0 meine losses, if any, on such loans purchased shall be deducted out of 

a yavable to the association. 

Oe bier expiration of the seventh year, such accruals to the association shall 
be held intact to absorb any discounts, necessary upon the sale of any remaining 
loans at the expiration of 10 years. After 10 years, as expeditiously as is con- 
sistent with sound business practice, the loans should be sold without loss to the 
Insurance Corporation. The association may purchase any of such loans from 
time-to time.upon its demand, as may be appropriate for investment, or in Carry- 
ing out the servicing hereunder, at any time during the term of this agreement. 

IV. The association is hereby authorized to charge to and carry as an invest- 
ment in the within agreement the following: 

A. Costs to the Board for examinations during 1960. 

B. Costs of supervisory agent in charge, including expenses and personnel, 
if any. 

C. Cost, if any, of Willhoit claim. 

D. Cost of expenses incurred and items to be charged off as a result of prior 
conservatorship. 

E. Costs of payment by association to shareholders, or any who were share- 
holder§ on April 22, 1960, to compromise or otherwise settle claims, including 
loss of dividends or otherwise, based upon the appointment of a supervisory 
representative in charge or any acts appertaining thereto. 

F. The amount of attorney's fees and costs paid to San Francisco Bank to 
settle San Francisco Bank litigation. 

All of the items A through F above may be amortized by the association over 
a 5-year period. 

Vy. Excluded from paragraph III-A hereof, the litigation brought by Willhoit 
éeoncerning lost documents and the litigation re Turner titles growing out of the 
prior conservatorship are not within the power of either party hereto to dismiss. 
The association, however, as a part of the consideration hereof does hereby 
assume the liability therefor and agrees to pay such judgments, if any, against 
the association, Board, Insurance Corporation, conservator, or his bonding 
company. 

The association will cause to be terminated or dismissed any and all other 
litigation not excepted in this agreement, brought by it or its Mallonee share- 
holders class action against the Board, Insurance Corporation, prior conservator, 
or his bonding company concurrent with or after the disbursement by the court 
of the funds in court to the parties entitled thereto, as follows: 

A. Insurance Corporation, $639,429. 21. 

B. San Francisco Federal Home Loan Bank for purchase of stock, if any 
required, calculated on basis of minimum legal requirements. 

C. Legal fees for shareholders’ lawyers and trustee lawyers not to exceed a 
total of $100,000. 

D. Association shall receive all remaining funds. 

Consent is hereby given to the disbursement of the funds in courts as 
aforesaid. 

VI. The association shall account for payments received, report to 
Insurance Corporation at least quarterly the status of each loan, pay the 
quarterly interest and principal due. The association may make principal 
payments at its option between interest dates. Principal payments so paid 
shall cease to bear interest as of the date paid. 

VII. Each of the parties hereto agree to supplement the within agreement, 
from time to time, by such actions and documents as may be appropriate to 
aid in carrying out the purposes and intent hereof. 


the 








1340 LONG BEACH FEDERAL SAVINGS AND LOAN ASSOCIATION 


VIII. As a part of the consideration hereof the association will offer to 
pay the Federal Home Loan Bank of San Francisco on the following basis: 





Rc III © kg chi 2 a eensda eich erg chien bg ent ee gint moans gba ac $6, 300, 000. 00 

Interest accrual—exact calculation not available to association 
I kia ei IN ae pelt hd de aiieh cans pense oh aid nieuwe 1, 450, 279, 99 
IE saettie weet carte nitenta wintertime liapptiarmctopatpnalgie meta en ene 7, 750, 279. 99 


Dividends accrued to association an bank stock 
(the amounts and dates of payment are not 
known exactly; date of payment could reduce 





UIT: SN i ei lesb eaeea $118, 908. 00 
Paid to San Francisco Bank from court registry__ 994, 856. 16 
Interest on bearer U.S. bonds belonging to asso- 
IID ik RT i cechdee seca hdc eace Ripe dope nepoeiieiidene teers 1, 574, 375. 00 
——————_ 2, 688, 139. 16 
eases shai lactic edemnenenacsticauiipeningipsleiaeadelinilaphcgpeipimeptnelsaptipevenibn 5, 062, 140. 74 
STORET COGE GIG AULOTROT DOOR is insincere eepigatn gas 300, 000. 00 





Association to pay San Francisco Bank subject to following 
NIN laa NE Neath ecard ie de eae 5, 362, 140. 74 


Concurrently with payment, the bank to return to association the $5,300,000 
association bonds with coupons attached, except as such coupons are credited 
above. 

The San Francisco Bank to dismiss with prejudice all court actions involving 
association, concurrently therewith association to dismiss with prejudice all 
court actions involving San Francisco Bank brought by association. San Fran- 
cisco Bank to stipulate all deposits in court to be returned to association insofar 
as such bank is concerned. 

IX. In the event the San Francisco Bank refuses to accept such tender, the 
association shall prosecute the pending litigation to its conclusion. In such 
event, the litigation herein referred to is specifically excluded from paragraph 
III-A hereof. However, the association does hereby agree to not enforce any 
judgment against the Federal Home Loan Bank Board or the Federal Savings 
and Loan Insurance Corporation as a result of aforesaid litigation. 

X. The Board has selected the firm of Peat, Marwick, Mitchell & Co. asa 
nationally recognized firm of certified public accountants to supervise an inven- 
tory and make an accounting of the association’s assets, liabilities, surplus, and 
reserves, acceptable to the Board and the association upon the termination of 
the supervisory representative in charge and the return of the association to its 
elected management pursuant to the within settlement agreement. The associa- 
tion does hereby agree to pay the costs thereof. 

XI. To expedite the fulfillment of paragraph III-A hereof, the association 
attorney shall confer with the U.S. attorney’s office in Los Angeles, as to form 
and will lodge dismissals with the courts to be used only upon the following 
conditions : 

1. The other parties to the action have lodged a similar dismissal, and 

2. When there is filed with the court an executed copy of the within settle 
ment agreement and the provisions herein for the disbursement of funds have 
been executed. 

XII. That among the purposes of this settlement agreement, and particularly 
the advancement of funds by the Federal Savings and Loan Insurance Corpora- 
tion as herein provided, is to restore the association to a normal operation, and 
prevent a default. 

XIII. That all principal losses, if any, sustained by the Insurance Corporation 
from loans purchased, as provided herein, shall be cumulative and if funds in 
the “differential income” to the association are insufficient in the current period 
when such loss is sustained to fully pay such loss, then the “differential income” 
in succeeding periods shall be used until such losses are fully paid. 

XIV. Paragraph III-A includes Long Beach Federal Savings and Loan Asso- 
ciation, the Federal Home Loan Bank Board, Federal Savings and Loan Insur- 
ance Corporation, and any and all of their respective members and personnel, 
agents and employees officially and/or in their individual capacities. 

XV. The association does hereby agree to discontinue use of disbursement 
trust, except as to binding agreements already entered into, for construction 
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joans for on-site improvements, unless the association retains control of disburse- 
ments therefrom. 

XVI. The association agrees to restrict its future construction loans to any 
one individual, his associates and his corporations, to an amount at any one 
time not to exceed 10 percent of the association’s assets, provided, that upon 
completion of construction and sale of any such property or parcels therefrom, 
that as to the parcels so sold the foregoing restriction shall not apply. 

XVII. This paragraph is interpretative of and augments other portions of the 
within settlement agreement and this paragraph is controlling in the event of 
conflict with other parts of this settlement agreement. 

1. All advances made by the Federal Savings and Loan Insurance Corporation 
will be fully discharged by trausfer of loans as provided in the settlement agree- 
ment, from the association to the Insurance Corporation. 

2, The advances by said Insurance Corporation are presently unsecured and 
pending the qualification and assignment of loans pursuant to the settlement 
agreement, such advances shall bear interest at the rate of 3 percent per annum, 
payable quarterly from the association’s assets. 

8. Upon the qualification and assignment of each loan, credit for the unpaid 
principal balance plus accrued interest to date of assignment shall be credited 
on said advances by said Insurance Corporation, and thereafter the liability 
of the association, for such advances, to the extent of such assigned loans shall 
be terminated. 

4. “Creditor liabilities’, as used in paragraph B-2, page 2, of the settlement 
agreement, refers only to creditor liabilities created since April 22, 1960, exclu- 
sive of the advances from the Insurance Corporation to said association herein 
otherwise described. 

5. In servicing loans, in the absence of extenuating circumstances, which 
must be individually considered, a default continuing without payment for a 
period of 90 days, shall, as a general rule, require declaration of default and 
foreclosure process. The California law gives the borrower the right to rein- 
state for a certain time during the foreclosure process. 

6. In paragraph III-C-2 the changes in security documents, or release or 
conveyance of security, must be of such magnitude as to jeopardize the welfare 
of the subdivision or security for the loans therein before such paragraph shall 
be utilized. 

7. Any interest not paid on loans assigned to the Insurance Corporation pur- 
suant to the settlement agreement, shall be paid to such Insurance Corporation 
at the rate of 3 percent per annum from the interest differential accruing to 
the association in such quarter or in a subsequent quarter if a sufficient sum 
be not’ available, provided however, in the event the sum so advanced be col- 
lected from the borrower or be recovered from the loan security or otherwise, 
the association shall be reimbursed for the amount paid from its differential 
interest account. 

XVIII. The settlement agreement refers on page 4 thereof to a letter dated 
May 5, 1960, and a telegram supplementary to such letter dated July 11, 1960, 
both from Mr. Louis H. Boyar. Copies of each of such documents are attached 
hereto and made a part hereof. 

XIX. The association will furnish a certified copy of the resolution of its 
board of directors approving the settlement agreement. 

XX. The Board does hereby grant authority to and ratifies the action of the 
board of directors of the association in holding a meeting to consider and act 
upon the within settlement agreement. 

XXI. This settlement agreement and all parts thereof inure to the benefit 
of and are binding upon the successors and assigns, if any, of all parties. 

Executed this _._____ day of _...________, 1960. 


FEDERAL HoME LOAN BANK BOoOArp, 
aa ss edema inl MA TO alae al 
FEDERAL SAVINGS AND LOAN 
INSURANCE CORPOKATION, 
ae oe meee" , 
LoNG BEacuH Freperan Savings 
& LOAN ASSOCIATION, 
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BEVERLY HIt1s, CALir., May 5, 1960. 


Lone BEACH FEDERAL SAVINGS & LOAN ASSOCIATION, 
Long Beach, Calif. 
(Attention of Mr. Thomas Gregory, president). 

GENTLEMEN : The writer and associates are prepared to enter into escrow with 
your association to purchase various properties, improved and unimproved 
known as the Bellehurst development, such land to include— 

Land known as proposed tract No. 8259. 

Land known as proposed tract No. 3260. 

Land known as Los Coyotes Country Club. 

Land known as tract No. 3261. 

Land known as tract No. 3284. 

Land known as tract No. 3211. 

Land known as tract No. 8219. 

Land known as tract No. 3250. 

Land known as tract No. 3306. 

Land unsubdivided but with improvements between tract No. 3306 and 
No. 3250. 

Land known as the future shopping center. 

Land known as property east of future shopping center. 

Land known as industrial property west of Maivern Avenue. 

All the above mentioned properties and any others that have not been 
mentioned that are part of the Bellehurst property development. 

All land and/or homes heretofore sold shall not be part of this proposal, 
Buyers will assume present trust deeds on all land, and will relieve the associa- 
tion of paying out progress payments on houses covered by association trust 
deeds on the various tracts now under construction. The approximate million 
dollars still due on these trust deeds is to be used as follows: 

First, to cancel trust deeds in the amount of $650,000 on lots in tract No. 3250 
and/or tract No. 3306. 

Second, to pay for any past due interest, and any shortages to be paid by buyers, 

Third, buyers will pay at close of escrow balance of original $2,257,000 blanket 
trust deed leaving all trust deeds except golf course and individual home trust 
deeds paid in full. 

Fourth, buyers agree to pay $1,127,000 trust deed covering golf course on or 
before 2 years from close of escrow. 

Fifth, buyers will pay all necessary costs including real estate taxes and in- 
terest to finish homes already under construction, and will furnish a bond if 
necessary. 

Sixth, association will allow all homes to be sold subject to existing trust 
deed. 

Seventh, principal payments on the individual homesites are to be deferred 
until 60 days after each house is sold or after 2 years from the date of closing 
of escrow, whichever comes first. The funds necessary to complete and/or to 
sell the individual houses that now are encumbered by trust deeds payable to 
your company will be furnished by the buyers. 

Eighth, all properties to be delivered to buyer (with exception of homes and 
golf course) free and clear with standard form policy of Title Insurance & 
Trust Co. of Los Angeles. 

Kindly let us hear from you. 

Very truly yours, 


, 


Lovuts H, Boyar. 


Los ANGELES, CALtir., July 11, 1960. 


T. A. Grecory: Provided Long Beach Federal Savings & Loan is returned to 
you, I reconfirm my previous offer in letter dated May 5, 1960, and further agree 
as follows: On your demand, I will deposit in 6 months escrow $405,356.57 to be 
used as interest as due, during 6 months foreclosure period. I understand 
trustee, title service company, will advance foreclosure costs. I also agree to 
leave Metrim Properties as collateral until completion of construction in Vel- 
turon and Acron companies, provided I acquire title at foreclosure sale and 
except I reserve the right, at my option, to release 66-acre Borrow pit for ex 
change to eliminate foreclosure, if acceptable. 

I. H. Boyar. 
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ExHIBIT J-2—PROPOSED SUPPLEMEN' AL AGREEMENT BETWEEN THOMAS A, GREGORY 
AND FEDERAL HoME LOAN BANK Boarp 


SUPPLEMENTAL AGREEMENT 


Whereas the Federal Home Loan Bank Board, hereinafter called the Board, 
the Federal Savings and Loan Insurance Corporation, hereinafter called the 
Insurance Corporation, and Long Beach Federal Savings & Loan Association, 
hereinafter called the association, have jointly prepared a settlement agreement 
of even date herewith ; and 

Whereas the Board’s legal department has requested the language therein 
be supplemented to clarify some portions of such settlement agreement: 

Now, therefore, the parties to said settlement agreement do hereby agree that 
this supplement shall be a part of said settlement agreement as fully as if set 
forth therein, in the following particulars, to wit: 

1. That the second paragraph in item I, page 1, of said settlement agreement 
contemplates that the sales of bonds, collections on loans, and other income be 
used in the payment of withdrawals and dividends ; 

That such sums as are expended for expenses are to be capitalized pursuant 
to item IV of said settlement agreement and association reimbursed from the 
“interest differential” as provided in item III-F of said settlement agreement. 

2. That the second sentence in item III—-B—2, to wit: “Such cash and bond 
liquidity shall be in the association’s assets upon repossession of the association 
by its officers” is to establish liquidity of $15 million as provided in such para- 
graph. That such additional advances as the Insurance Corporation makes to 
comply therewith shall be added to the advances already made and shall be 
repaid by the assignment of loans as provided in item XVII and item III of the 
settlement agreement. 

3. That the Fullerton Country Club property may be released as collateral 
from the participation agreement between the insurance corporation and the 
association, upon the payment of the specific loan secured thereby and upon 
the expiration of 7 years, provided however, the said country club property 
may be sold and appropriate note and trust deed secured by all said country 
club real property, for not less than $3 million, may be substituted as collateral 
in lieu of the now existing note and trust deed for approximately $1,125,000. 
In such event, neither of the lenders are to advance any additional funds, but 
such increase shall be additional security only. The settlement agreement 
items III-C-2 and [II—D-3 are amended to the extent herein provided. 

4. Item III-C-2 states a condition commencing on April 22, 1960, and for the 
period during which such changes would make this condition effective, shall 
be the term during which the supervisory representative in charge operates the 
association. 

5. In connection with the division of loans, item IITI—C—5, in the event there 
are not sufficient loans immediately qualifying, pursuant to the provisions of the 
settlement agreement, then the balance remaining unpaid to the insurance 
corporation shall continue until paragraphs 1, 2, and 3 of item XVII have been 
fully executed. Pending such qualification, the association shall pay interest 
as provided in said paragraph 2 of item XVII. 

6. The first paragraph of item III—-D is hereby amended to include loans se- 
cured by completed or incompleted houses remaining in the name of Acron 
Investment Co. and/or Velturon Corp. 


7. That the present subdividers or principal stockholders thereof be advised 


of the conditions of items III-D-2-a and III—D-2-b before the instigation of 


proceeding to foreclose per item III-D-2-c. The provisions of item II1I—-D-2-e 
may, however, be complied with pending any other determination. 

8. Item III-F-2, page 6, of the settlement agreement, shall in addition to 
discounts, include principal losses, if any, as provided in paragraph 1 of said 
section. 

9. That item X be amended to delete the firm name of Peat, Marwick, 
Mitchell & Co., because of possible conflicting employment, and read in lieu 
thereof, that the “Board may select a nationally recognized firm of certified 
public accountants * * *,” 

That item X intends that the duties of such accounting firm shall include the 
establishment of the basis of association books and accounting upon which the 


association may rely as an unquestioned basis for financial statements and 
reports. 
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ExuIgit J—3. DRart oF PROPOSED AGREEMENT PREPARED BY MAX WILFAND, Orricg 
OF GENERAL COUNSEL, FEDERAL HoME LOAN BANK Boakp (REFERRED TO IN THE 
TEXT AS THE “WILFAND AGREEMENT’”’) 


WILFAND AGREEMENT 


This agreement made and entered into this _._._. day of ~.________ , 1960, by 
and between the Federal Home Loan Bank Board, hereinafter called the Board, 
the Federal Savings and Loan Insurance Corporation, hereinafter called the 
Corporation, and Long Beach Federal Savings & Loan Association, hereinafter 
called the association. 

Witnesseth that: 

Whereas the Board by Resolution ____, dated _.____-__- , appointed a super- 
visory representative in charge to take charge of the association and its affairs 
and said supervisory representative in charge has since that date been con- 
ducting the affairs of the association ; and 

Whereas the Board by Resolution ____, dated _._._-_-_-__ , has provided for an 
administrative hearing for the purpose of determining whether grounds exist for 
the appointment of a conservator for said association ; and 

Whereas there has been submitted to the Board, pursuant to section 547.6 of 
the Rules and Regulations for the Federal Savings and Loan System, proposals 
for settlement and adjustment of the existing controversy between the Board 
and the association ; and 

Whereas the parties are desirous of settling and adjusting all controversies, 
including pending litigation, arising out of the past conservatorship with respect 
to the association as well as controversies, including pending litigation, arising 
out of the appointment of the supervisory representative in charge for the pur- 
pose of preventing the liquidation of the association and for the further pur- 
pose of restoring the association to its management in such condition as will 
enable it to operate in a normal manner: 

Now, therefore, it is hereby agreed by and between the Board, the Corporation, 
and the association as follows: 

I. The association hereby acknowledges its indebtedness to the Corporation 
for the $45 million advanced to the association by the Corporation while said 
association’s affairs were being conducted by the supervisory representative in 
charge, which indebtedness is evidenced by certain demand promissory notes 
executed by said supervisory representative in favor of the Corporation. The 
association further acknowledges its indebtedness to the Corporation for interest 
at 3 percent per annum on said advances, commencing with July 1, 1960, 

II. In recognition of the association’s need for funds to restore its liquidity 
and of its further need to commence a program to liquidate its indebtedness to 
the Corporation upon the return of the association : 

A. The Corporation agrees to advance to the association an amount which, 
when added to the association’s cash and U.S. Government bonds as diminished 
by creditor liabilities incurred by the association since April 22, 1960 (not in- 
cluding the $45 million in advances made by the Corporation), will equal $15 
million. The association agrees that in payment for such advance it will, as 
promptly as possible after the date of this agreement, assign and transfer to 
the Corporation loans (for the purpose of this agreement “loans” shall be 
deemed to be mortgage loans and include the real properties securing them), 
the book value of which equals the advance made. 

B. The association further agrees to assign and transfer to the Corporation 
other loans, and the Corporation agrees that upon the assignment and transfer 
of any such loans the association’s indebtedness as described in paragraph I 
hereof shall be pro tanto discharged by amounts equal to the book value of 
such loans. 

C. For the purpose of ascertaining which loans are to be transferred and 
assigned in accordance with subparagraphs A and B hereof, all loans on which 
the principal and interest payments are current to within 30 days (except col- 
lateral, FHA, VA, and the Bellehurst subdivision loans) shall be divided by 
the association and the Corporation on an alternate basis until the total of the 
book value of the loans so allocated to the association reaches an amount 
not exceeding $14 million. 

In making the foregoing allocation, the Corporation shall have the right to 
reject any loan allocated to it and shall then have the right to replace such loan 
with an alternate one. For the purpose of this allocation or division, loans 
secured by two or more sets of loan documents shall be construed as one loan 
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and shall be assigned and transferred together as one loan. After the allocation 
herein provided for has been concluded, the Corporation shall have the right 
to select as part of its allocation of loans any one or more of the remaining 
joans not theretofore allocated to the association. : 

D. The following are to be assigned and transferred in accordance with 
subparagraph A and B hereof. oi 

1. All loans partially or wholly guaranteed by the Veterans’ Administration. 

9. The loans allocated to and selected by the Corporation in accordance with 
subparagraph C hereof. oe ' " 

3. An undivided one-half interest on a participating basis of the loans remain- 
ing in the names of Velturon Corp., Acron Investment, Inc., and Fullerton Coun- 
try Club, Inc., provided, however, the Corporation, however, shall not be required 
to accept the assignment and transfer of the loans in the names of Velturon 
Corp., Acron Investment, Inc., and Fullerton Country Club, Inc., unless the 
following conditions are first met: 

a. The interest on all loans in the Bellehurst subdivision shall be current 
to within 30 days; and 

b. i. The present subdividers and owners of the fee shall deposit in a con- 
struction account a minimum of $900,000 additional and establish a plan under 
which interest payments will be made on such loans and a program will be 
adopted for the sale of the houses over a 2-year period. They shall pay the 
Matrim loan in full, without release of collateral from blanket trust deed. If 
the foregoing conditions are met, individual properties may then be released 
upon payment of the specified release price therefor, and such release pay- 
ments may be used on the obligations to complete construction, pay interest 
and/or principal loan payments on properties completed and incomplete 
owned by Acron Investments, Inc., and/or Velturon Corp. 

Or 

ii. The present subdividers and fee owners accept the offer of Boyar & 
Associates, as set forth in their letter of May 5, 1960, supplemented by their 
telegram of July 11, 1960, copies of which are attached hereto, to gurantee 
completion of construction and pay interest over a 2-year period, but with 
the restriction on usage and that 66-acre hillside property will be defended 
against usage as borrow pit and with the modification that the Fullerton 
Country Club loan payment need not be accelerated. 

Or 

iii. Boyar & Associates or any other responsible developer offers in writing 
to pay interest and foreclosure costs pending the 6-month foreclosure period 
to enforce the sale of security for such loans and to purchase at the foreclosnre 
sale on terms equal to or better than those set out in the Boyar & Associates 
offer, dated May 5, 1960, supplemented by their telegram of July 11, 1960, 
but with the restriction on usage and that 66-acre hillside property will be 
defended against usage as borrow pit and with the modification that the 
Fullerton Country Club loan payment need not be accelerated. 

ec. In the event the foreclosing conditions are satisfied, any additional 
collateral may be released upon specified release prices or in the event no 
release price is specifid, then on the basis that the appraisal of such addi- 
tional collateral bears to the loans secured thereby, excepting Fullerton 
Country Club property. 

4, The Corporation agrees that, to the extent there are eligible loans available 
which are not allocated hereunder, it will accept assignments and transfers of 
loans in accordance with subparagraphs A and B hereof, the total book value 
of which is in the amount of at least $55 million. The loans so assigned and 
transferred shall be employed first in payment for the advance made to the 
association in accordance with subparagraph A hereof and the balance of such 
loans shall pro tanto discharge the association’s indebtedness to the Corpora- 
tion as acknowledged by the association under paragraph I hereof. To the 
extent such indebtedness of the association has not been completely discharged 
by such assignments and transfers, the association agrees that it will, upon 
demand by the Corporation, pay the principal balance remaining due thereunder 
plus 4 percent interest from July 1, 1960. 

F, The association agrees that, to effect the transfers and assignments pro- 
vided for herein, it will execute and deliver such instruments of assignment and 
transfer as the Corporation, in its judgment, deems necessary. 

G. The association agrees, at its own expense, to service and administer the 
loans to be assigned and transferred to the Corporation hereunder for the mutual 
protection of both the association and the Corporation. The association will in 
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good faith take appropriate steps to enforce each of the loans and in so doing 
will consider the margin of security and the prior performance and good wij] 
of the borrower. It shall have authority to foreclose the loan or obtain substi. 
tute or additional security for the protection of the Corporation. Foreclosure 
proceedings shall be instituted in the name of the association, or, if State law 
so requires, in the name of the Corporation. The association agrees that, in 
the absence of extenuating circumstances to be considered on an individual basis, 
a default continuing without payment for a period of 90 days shall require a 
declaration of default and the institution of foreclosure proceedings. 

In the event foreclosure proceedings are instituted, the association shall haye 
the right to direct the sale of the property and the amount bid thereon. It shay 
also have the right to resell the property upon such terms and conditions as wil} 
protect the interest of the Corporation, such resale to be made in accordance with 
the rules and regulations for the Federal savings and loan system. If any 
foreclosed property shall not be resold within 90 days after title is acquired for 
an amount, payable under the sales agreement, escrow, or otherwise, which wil] 
fully reimburse the Corporation for its investment, including interest thereon, 
then the loss to the Corporation shall be paid from the sums accruing to the 
association in accordance with the provisions of subparagraph H hereof. The 
association’s powers hereunder and the compensation herein provided for are 
coupled with an interest and irrevocable. 

H. The association, for the period of 10 years from the date of this agreement, 
shall receive and retain for its sole use and benefit, except, however, to the extent 
provided herein, all of the interest in excess of 3 percent per annum (hereinafter 
referred to as the “differential” ) paid on the loans to be assigned and transferred 
to the Corporation hereunder. 

1. In servicing the loans, the association shall report quarterly to the Corpo- 
ration the status of each loan, including the payments received on account of 
principal and interest and the amount of the differential retained. It shall 
quarterly pay to the Corporation the amounts due it with respect to principal and 
interest. The association reserves the right at its option to make principal pay- 
ments between interest dates, and principal payments so made shall cease to bear 
interest as of the date paid. 

2. Principal losses on any loans to be transferred and assigned hereunder shall 
be charged against the differential accruing to the association during the quarter 
in which such loss occurs or during any succeeding quarter and shall be paid 
to the Corporation in that accounting period. 

8. Any interest not paid on any of the loans to be transferred and assigned 
hereunder shall be paid out of the differential accruing in the quarter in which 
the interest is not paid or in any subsequent quarter. 

4. All differentials accruing to the association after the seventh year, except 
such as may be paid to the Corporation for any loss of principal or interest as 
provided for herein, shall be held intact by the association. At the end of 10 
years and as expeditiously as is consistent with sound business practice, the 
unpaid loans shall be sold on behalf of the Insurance Corporation. Any loss 
resulting to the Insurance Corporation on such sales shall be charged to the 
differential accumulated since the seventh year and paid over to the Corpora- 
tion. The association shall have the right from time to time and upon demand 
to purchase any loan to be transferred and assigned hereunder as may be appro- 
priate for investment or for the purpose of carrying out the servicing hereunder. 

III. It is the intention of the parties to this agreement that, to the extent 
possible, all pending litigation arising out of the past conservatorship and the 
appointment of the present supervisory representative in charge shall be 
terminated. 

A. All litigation between the parties to this agreement, including all officers 
(including the present supervisory representative in charge and the past con- 
servator of the association and his bonding company), agents and employees of 
the Board and the Corporation, in their official or individual capacities, and 
including all association shareholder committees shall be dismissed with pre- 
judice so far as such parties are concerned. The association agrees that this 
agreement shall not become effective until the Department of Justice approves 
all papers to be filed in court for the purpose of carrying out the terms of this 
subparagraph. Such papers, when approved, shall be delivered to the Board 
contemporaneous with the execution of this agreement. 

B. The parties agree that they will execute such instruments as are necessary 
to obtain the release of the funds on deposit in court in respect of the litigation 
referred to in subparagraph A hereof and that such funds, upon release, shall 
be disbursed as follows: 
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1. To the Corpo ration—$639,429.21 for insurance premiums. 

9. To the San Francisco Federal Home Loan Bank- —such amount as is neces- 
sary to purchase on behalf of the association stock in that bank, if any should 
be required, ‘aleulated on the basis of the minimum legal requirements. i 

3. To attorneys for the shareholders and trustee for fees arising out of litiga- 
tion involving the past conservatorship—a sum not to exceed $100,000. 

4. To the association—the balance of the remaining funds. 

IV. With respect to the litigation between the Federal Home Loan Bank of 
San Francisco and the association (with respect to which, dismissals will be 
filed so far as the Board, the Corporation and its officers, agents and employees 
including the past conservator, his bonding company and the present supervisory 
representative in charge are concerned), the association agrees that it will 
offer to settle such litigation on the following basis: 





eee Sees, D6, 1008 en ea eee $6, 300, 000. 00 
Interest accrual, exact calculation not available to association ‘ 

ey Stet tS RN ee cleat 1, 450, 279. 90 

ne Eo ee kc dae iiablan 7, 750, 279. 90 


Dividends accrued to association on bank stock (the 
amounts and dates of payment are not known 
exactly; date of payment could reduce above 


I ioe oak wa ees renner a eae tiene $118, 908. 00 
Paid to San Francisco bank from court registry_._._.._ 994, 856. 16 
Interest on bearer U.S. bonds belonging to associa- 
Re eae epiees <eertaven in an dni esieseon dpe @ieanfas een mas anes a akeadad ogame 1, 574, 375. 00 
———————. 2, 688, 139. 16 
Toe acer ccxe oh dens meni io ene egestas dae bi acaentem ding Meena aibenia a ire a 5, 062, 140. 74 
re Girt CUCORTIOUS TOOB 6 oe ees 300,000. 00 


Association to pay San Francisco bank subject to following 
ITI sag cies carseat te eatteccs shee ce cieieg gi ase mem esate adeteos 5, 362, 140. 74 


Upon payment to the San Francisco bank of the net amount shown above, 
that bank will return to the association U.S. Government bonds in the amount 
of $5,300,000 with coupons attached, except as such coupons are credited above. 
The San Francisco bank must agree to dismiss with prejudice all court actions 
involving the association and the association concurrently therewith will dismiss 
with prejudice all court actions brought by the association against the San 
Francisco bank. The San Francisco bank must also stipulate that all deposits 
in court are to be returned to the association insofar as such bank is concerned. 

In the event the San Francisco bank refuses the offer set forth above, the 
association shall diligently prosecute the pending litigation to its conclusions. 

V. With respect to the litigation instituted by Willhoit and the litigation 
involving the Turner titles growing out of the prior conservatorship, the asso- 
ciation hereby assumes liability therefor and agrees to hold the Board and the 
Corporation, the past conservator and his bonding company and any other 
Board or Corporation officer, agent, or employee harmless with respect to any 
judgment which may be entered against any of them. 

VI. The association hereby releases, discharges, acquits, and agrees to hold 
harmless, the Board and the Corporation and its officers, agents, or employees, 
including the past conservator and the present supervisory representative in 
charge with respect to claims of every kind, character, or description asserted 
or which may be asserted against any one or more of them, either in their official 
or individual capacities, arising out of or in connection with the past conservator- 
ship or the appointment of the supervisory representative in charge or their 
conduct of the affairs of the association. 

VII.-The association is hereby authorized to carry as deferred assets on 
the-books-of the association and to amortize such assets over a 5-year period 
the following : 

A. Cost to the Board for examinations during 1960. 

B; Costs of the supervisory representative in charge including expenses and 
salaries-of personnel, if any. 

©. Costs, if any, of Willhoit claim. 


D. Oost of expenses incurred and items to be charged off as the result of | 
prior conservatorship. 
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E. Attorneys’ fees and costs, not to exceed $300,000, with respect to the settle. 
ment of the litigation involving the assuciation and the Federal Home Loan 
Bank of San Francisco. 

F. Cost of settlement of any claim asserted directly by any association share. 
holder in his capacity as shareholder against the association arising out of the 
appointment of the present supervisory representative in charge provided that 
such claim or claims are compromised and settled in good faith by the assoei- 
ation. 

VIII. The Board agrees that upon the execution of this agreement it wil 
withdraw and terminate its Resolution No. 13,872, dated ---------_____ , appoint. 
ing a supervisory representative in charge of the association and Resolution No, 
13,340, dated ~-__- alcnbeneate , setting an administrative hearing with respect to 
the appointment of a conservator for said association and will restore to the 
members, officers, and directors of the association all their rights, powers, and 
privileges. The Board further agrees that upon the restoration of the associa- 
tion, the supervisory representative in charge, his agents and employees shal] 
relinquish possession of the association to its officers upon their demand and shall 
deliver to such officers all association assets, books, records, accounts, and doen- 
ments of every kind and character. 

Upon the surrender of possession of the association by the supervisory repre- 
sentative in charge, the Board shall retain the firm of Peat, Marwick, Mitchell & 
Co. to make a special examination and audit of the association including an in- 
ventory of all the association’s assets, capital accounts, and liabilities as of the 
time of such surrender. <A copy of such examination, inventory, and audit shall 
be furnished to the association. The association agrees to pay the cost of such 
examination, inventory, and audit. Prior to the commencement of such exami- 
nation, inventory, and audit the association shall furnish said firm of Peat, 
Marwick, Mitchell & Co. exceptions, if any, which the association has to the 
inventory made by the Board’s examiners as of the date the supervisory repre- 
sentative in charge took possession of the association. 

The association hereby agrees to give to the supervisory representative in 
charge receipts for the association’s property, documents, and assets as disclosed 
by the inventory made by Peat, Marwick, Mitchell & Co., and for such other 
property and documents as the Board deems necessary. 

Executed this —— day of July 1960. 

Lone Breach FeperRAt SAvines & 
LOAN ASSOCIATION, 


FEDERAL Home LOAN BANK BOARD, 

ins a ba are tng ect ete ener oe 

FEDERAL SAVINGS AND LOAN IN- 
SURANCE CORPORATION, 

DUR bs cca as os ash caclereata ht areiee ciskon napa eee 


Exutsir K-1—Le&Trer To THOMAS H. CREIGHTON, JR., GENERAL COUNSEL, FEDERAL 
Home LOAN BANK Boarp, From CrocK, WAESTMAN, & CLocK, Lone BEACH, 
CALIF., DATED APRIL 28, 1960, OUTLINING THE ATTORNEYS’ Fes ror LEGAL 
Services To Be RENDERED TO C. EB. Aut, SUPERVISORY REPRESENTATIVE IN 
CHARGE oF LONG BeEAcH FEDERAL SAvines & LOAN ASSOCIATION 


LAW OFFiIces Crock, WAESTMAN, & CLOCK, 
Long Beach, Calif., April 28, 1960. 
THOMAS H. CREIGHTON, Jr.., 
General Counsel, Federal Home Loan Bank Board, 
Washington, D.C. 


Dear Ste: This office has had several conferences during the past few days 
with Judge Ray EB. Dougherty, with respect to the possibility of rendering legal 
services to the Long Beach Federal Savings & Loan Association, and C. EB. Ault, 
supervisory representative in charge of said association. 

As a result of these discussions, we have been asked to send you a letter 
outlining the basis upon which we would undertake to perform legal services for 
the association and Mr. Ault. 

In the event of foreclosures of trust deeds or mortgages which are foreclosed 
without court proceedings, our fee would be as specified in the trust deed or 
mortgage, unless extraordinary services are required, in which event the extraor- 
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dinary services are required, in which event the extraordinary fee would be 
agreed upon between the association and Mr. Ault and ourselves. 

In case of foreclosure by court action, the fee would be determined and ap- 
proved by the court, with the understanding that we would in appropriate cases 
ask for extraordinary fees in accordance with the provisions and procedures of 
the laws of the State of California, and particularly with the rules of court of 
the court in which any foreclosure proceeding was had. 

Our charges for other legal work, including consultation, research, preparation 
of pleadings and documents, preparation for trial, including depositions and 
other miscellaneous work, would be $40 per hour for a partner’s time, and $30 
per hour for an associate's time. 

For appearance in court and trial, our charge would be $250 per day for one 
lawyer, or $400 per day for two lawyers where needed. Waiting time, that is 
time spent in court while awaiting trial, would be charged for at two-thirds of 
the hourly rate. 

There would not, of course, be any charge for stenographic or other time, since 
that would be included in the charges above quoted. 

If there is any other informative which you would like to have, or if you have 
any questions concerning the matter, please do not hesitate to communicate with 
us. 
Thanking you for your consideration, we are, 

Yours very truly, 
Henry H. CLocx. 





Exurerr K-2—LEtT TER TO CLOCK, WAESTMAN & CLOCK, LONG BEACH, CALIF., From 
Ray E. DouGHERTY, ASSOCIATE GENERAL COUNSEL, FeprRAL HoME LOAN Bank 
Boarpv, DATED APRIL 29, 1960, ACCEPTING THE ARRANGEMENT FOR ATTORNEYS’ 
FEES 

OFFICE OF SUPERVISORY AGENT, 
FEDERAL HOME LOAN BANK BOARD, 
Los Angeles, Calif., April 29, 1960. 

CLocK, WAESTMAN & CLOCK, 

Long Beach, Calif. 

GENTLEMEN: Please refer to your letter of April 28, 1960, to Mr. Thomas H. 
Creighton, Jr., General Counsel, Federal Home Loan Bank Board, Washington, 
D.C., with respect to the basis upon which you would undertake to perform legal 
services for the Long Beach Federal Savings & Loan Association and Mr. C. E. 
Ault, supervisory representative in charge of said association. 

I have been authorized by Mr. Creighton to advise you that the basis sub- 
mitted in your letter for the performance of legal services for the association 
and’Mr. ‘Ault is satisfactory, with the understanding that the extraordinary 
fees mentioned in the third paragraph of your letter as being subject to agree- 
ment between the association and Mr. Ault and yourselves will also be subject 
to the approval of the General Counsel of the Federal Home Loan Bank Board 
before payment can be made. 

Sincerely yours, 
Ray E. DovuGuerry, 
Associate General Counsel, 
Federal Home Loan Bank Board. 





Exuisir K-3—Letrrer To HeNry H. CiLock or Crock, WAESTMAN & CLOCK, 
From THomMaAs H. CREIGHTON, JR., GENERAL COUNSEL, FEDERAL Home LOAN 
Bank Boarp, DaTED May 4, 1960, CONFIRMING THE ARRANGEMENT FOR LEGAL 
FEES 

May 4, 1960. 

Mr. Henry H. Crock, 

CLooK, WAESTMAN & CLOCK, 

Long Beach, Calif. 

Dear Str: This will confirm the letter, dated April 29, 1960, from Mr. Ray EF. 
Dougherty, Associate General Counsel, Federal Home Loan Bank Board, con- 
cerning the basis for legal fees to be charged by your firm in connection with 
legal services performed for Mr. C. E. Ault, supervisory representative in 
charge, and the Long Beach Federal Savings & Loan Association. 
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Mr. Dougherty’s letter, which was written at my direction, accurately reflects 
my position with respect to this matter. Your fees will, of course, be paid by 
the association, or by the supervisory representative in charge, out of the asso. 
ciation’s assets. 

It is suggested that, where feasible, you submit your bills on a monthly basis, 

Sincerely yours, 
(Signed) Thomas H. Creighton, Jr., 
THOMAS H. CREIGHTON, Jr., 
General Counsel. 


Exuisir K-4—Letter To THOMAS H. CREIGHTON, Jk., From C. E. Avutt, Datep 
Juty 19, 1960, ENcLosIne ITEMIZED STATEMENTS OF ATTORNEYS’ FeEEs Spp. 
MITTED BY CLOCK, WAESTMAN & CLOCK FOR DESIGNATED PERIODS 


LONG BEACH FEDERAL SAVINGS & LOAN ASSOCIATION, 
Long Beach, Calif., July 19, 1960, 
Mr. THOMAS H. CREIGHTON, Jr., 
General Counsel, Federal Home Loan Bank Board, 
Washington, D.C. 


Dear Mr. CREIGHTON: I am enclosing herewith itemized statements submitted 
by Messrs. Clock, Waestman & Clock, attorneys at law, for the periods, respee. 
tively, April 28, 1960, to May 31, 1960, and June 1, 1960, to June 30, 1960. 

The first statement is in the amount of $3,508.25, representing $3,495 for 
legal services rendered, and $13.25 representing advances made. The second 
statement is for the sum of $4,192.25, representing $4,180 for legal services 
rendered, and $12.25 for advances made. 

The services itemized in these two statements have been furnished to the 
association and the advances have been made. Authority is requested to pay to 
Clock, Waestman & Clock the amount of these statements, out of the assets of 
Long Beach Federal Savings & Loan Association. 

At a later date, determination will be made as to what part, if any, of these 
statements is properly chargeable to borrowers’ accounts. 

Yours very truly, 
Lone BreacH FereperRAL SAvines & LOAN ASSOCIATION, 
C. E. Ault, Supervisory Representative in Charge, 





Exuisir _K-5—Letter To C. E. Autt From THOMAS H. CREIGHTON, Jr., DATED 
JuLy 29, 1960, ACKNOWLEDGING RECEIPT OF BILL FOR ATTORNEYS’ FEES AND 
APPROVING PAYMENT OF SAME 





JULY 29, 1960. 
Mr. C. E. AULT, 
Supervisory Representative in Charge, Long Beach Federal Savings & Loan 
Association, Long Beach, Calif. 

DeAR Mr. AULT: Receipt is acknowledged of your letter of July 19, 1960, en- 
closing two statements submitted by Messrs. Clock, Waestman & Clock, attor- 
neys at law, both dated July 18, 1960, for the periods April 28, 1960, to May 31, 
1960, and June 1, 1960 to June 30, 1960. 

These statements in the respective amounts of $3,508.25 and $4,192.25, for 
legal services and advances, are approved for payment out of the assets of the 
Long Beach Federal Savings & Loan Association. 

Very truly yours, 
(Signed) THomas H. CREIGHTON, Jr., 
General Counsel. 


Exuisit K-6—LIstT OF PERSONS PRESENT AT APRIL 23, 1960, MEETING AT THE LOS 
ANGELES BRANCH OF THE FEDERAL HOME LOAN BANK OF SAN FRANCISCO, RELA- 
TIVE TO SEIZURE OF LONG BEACH FEDERAL SAVINGS & LOAN ASSOCIATION 


The following persons were present at the meeting on April 23, 1960, at the 
Los Angeles branch of the Federal Home Loan Bank of San Francisco, regard- 
ing the Long Beach Federal Savings & Loan Association : 

John M. Wyman, Director, Division of Supervision, FHLBB, 
T. Alston Adams, president, FHLB of San Francisco. 
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A. C. Newell, vice president, FHLB of San Francisco. 

w. N. Purmort, assistant vice president, FHLB of San Francisco. 

J. W. Pullen, assistant to the vice president, FHLB of San Francisco. 

Sherman Toft, operations supervisor, FHLB of San Francisco. 

L. M. Walters, Associate Director, Division of Examinations, FHLBB. 

J.M. Broullire, regional supervisor, Division of Supervision, FHLBB. 

Joe Crail, president, Coast Federal Savings & Loan Association. 

0. M. Chatburn, senior vice president, California Federal Savings & Loan 
Association. 

Chas. A. Wellman, executive vice president, Glendale Federal Savings & Loan 
Association. 

Louis Vincenti, executive vice president, Mutual Savings & Loan Association, 
Pasadena. 

Chas. Brinton, secretary, Home Savings & Loan Association. 

John F. Marten, president, Great Western Financial Corp. 

§. Mark Taper, president, First Charter Financial Corp. 

Robt. Sprague, president, Pioneer Savings & Loan Association. 

Hamilton Patton, president, Pasadena Federal Savings & Loan Association. 

J. H. Webster, president, Altadena Federal Savings & Loan Association. 

Edw. H. Johnson, president, Financial Federation. 

Rex Dunn, president, Community Savings & Loan Association. 

Ed. Brockman, vice president, Community Savings & Loan Association. 

John Swetech, branch manager, Community Savings & Loan Association. 

Curtis McFadden, chairman, Belmont Savings & Loan Association. 

Wm. J. Crawford, president, Belmont Savings & Loan Association. 

John Bertram, president, Avalon Savings & Loan Association. 

Wm. Balopole, executive vice president, American Savings & Loan Association. 

Neill Davis, executive vice president, California Savings & Loan League. 

Frank Hardinge, staff vice president, California Savings & Loan League. 

Dorothea Hegwer, California Savings & Loan League. 





ExHrsit K—7—COMPARISON OF MAJOR ASSETS AND LIABILITIES OF LONG BEACH 
FepeRAL SAVINGS & LOAN ASSOCIATION, BEFORE AND AFTER SEIZURE, PREPARED 
BY THOMAS A. GREGORY 


Long Beach Federal Savings € Loan Association—Comparison of major assets 
and liabilities of association 


Before seizure | After seizure 
Apr. 20, 1960 July 31, 1960 








ted a ee oqebneeoussenasnegetheeerttipaebtpenemmntins $80, 701, 680. 24 $79, 595, 666. 79 

ny CMNOUEE «5s Lins dere cmeuiadbchtamcanonnddbneeaaaakededa 20, 309, 943. 35 7, 449, 618. 45 

I i a a None 45, 000, 000. 00 

Savings accounts - - be Al ccd sndandvidbddosédétuhbncetbbsbbocdidéuhbeohdnend 97, 332, 531. 71 36, 167, 341.77 
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The loan documents signed by Bank Board’s “Supervisory Representative in 
Charge” obligating the Long Beach Association provides : 

1. The amount advanced ($45 million) by the Federal Savings and Loan Insur- 
ance Corporation shall be repaid on demand of such Insurance Corporation. 

2. The association shall secure such advances. Association must provide 160 
percent collateral (release clause). 

3. Pursuant to such loan agreement, Insurance Corporation may forfeit the 
assotiation’s collateral, without notice, at private sale, at such value at it may 
determine, without right of redemption by the association. Insurance Corpora- 
tion may take title at such private (secret) sale. 
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EFFECT UPON ASSOCIATION 


nnn: OUI nnn nnn imine $79, 595, 666, 79 
Borrowed $45 million, with collateral at 160 percent____----_-__ 72, 000, 000. 00 


(All principal and interest payments on collateral to go to 
Insurance Corporation until debt paid.) 
ET ON tas ceeeig a epee en tak ges hice ase bak epee mnegrerne artes , 595, 666. 79 
tose os scseny tn mm anes conetomtntart eee oaeersestireseaseresnapiemoaeseneantos , 449, 618, 45 
Association contingent reserves and surplus__--_-__----------- 13, 998, 334. 70 
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Thus there is only $29 million left from which the association may 
make operating overhead, dividends on savings and repay $36,167,341.77 remain- 
ing savings accounts, 

Federal Home Loan Bank of San Francisco, another arm of the Bank Board, 
converted to its own use over $5,300,000 U.S. bonds owned by the association, 
after full tender, and at a price over $400,000 less than a cash offer it held for 
such bonds. This conversion of the association’s bonds was at a supposedly 
secret private sale, without notice or right of redemption. This fraud upon the 
association is the subject of pending litigation. 

The Insurance Corporation, another arm of the Bank Board, is now in position, 
while the Board agent is manipulating the association assets, to forfeit associa- 
tion collateral, wipe out the shareholders’ reserves, and leave a deficit of $8 
million or more. 

The stage is thus set to fully confiscate the $110 million association, including 
$14 million shareholder reserves and surplus, without any court process, and, 
according to Bank Board testimony, “I don’t know how they would get redress,” 





Exuipir K-8—“MoreE DEFINITE STATEMENT OF GROUNDS FOR THE APPOINTMENT OF 
A CONSERVATOR” IN THE MATTER OF LONG BEACH FEDERAL SAVINGS & LOAN 
ASSOCIATION, SUBMITTED BY FEDERAL HOME LOAN BANK BoarRp UNDER Date or 
Avueust 17, 1960 

FEDERAL HOME LOAN BANK BoarpD 


Resolution No. 18440 
Resolution No. 18,591 
Resolution No. 13,709 


In the Matter of Long Beach Federal Savings & Loan Association, Long Beach, 
Calif. 


MORE DEFINITE STATEMENT OF GROUNDS FOR THE APPOINTMENT OF A CONSERVATOR 


One June 22, 1960, the Federal Home Loan Bank Board received a paper, 
purporting to be signed and presented on behalf of Long Beach Federal Savings 
& Loan Association requesting a “More definite statement of: A. Charges alleged 
for proposed appointment for conservator; B. Grounds of emergency claimed for 
ex parte appointment of supervisory representative in charge.” 

This paper was addressed to the Board and to Robert Hislop, trial examiner, 
and entitled as relating to Board resolutions Nos. 13,372, 13,440, and 13,512. 

Board Order No. 13,372, dated April 19, 1960, appointed C. E. Ault as super- 
visory representative in charge of Long Beach Federal Savings & Loan Asso- 
ciation, pursuant to section 547.2 of the rules and regulations for the Federal 
Savings and Loan System. He took charge of the association and its affairs on 
April 22, 1960, and since then has been, and is now, in charge thereof. 

Board resolution No. 13,440, dated May 12, 1960, declared that in the opinion 
of the Board “grounds exist which are cause for the appointment of a conservator 
for” the association, and stated numerous grounds for the Board’s opinion. The 
resolution gave notice of an administrative hearing to begin on June 27, 1960, 
“on whether said grounds exist for the appointment of a conservator.” Service 
of the resolution was made on the association on May 12, 1960. 

By Board Resolution No. 13512, dated June 3, 1960, the Board, pursuant to 
section 11 of the Administrative Procedure Act (5 U.S.C. 1010) and section 509.5 
of the general regulations of the Board, appointed Robert Hislop as trial exam- 
iner to conduct the hearing provided for by Resolution No. 13440. 
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On June 21, 1960, T. A. Gregory, president of the association, requested post- 
ponement until August 1, 1960, of the hearing scheduled to begin on June 27, 1960. 
Board Resolution No. 13591 granted the postponement. On July 22, 1960, T. A. 
Gregory requested postponement of the hearing from August 1, 1960, to Sep- 
tember 1, 1960. The request was granted by Board resolution No. 13709. 

The request for more definite statement, filed as aforesaid on June 22, 1960, 
alleged that the statement of charges in Board Resolution No. 13440, “are vague, 
uncertain, indefinite, and unintelligible to such an extent that said association 
is unable to prepare its defenses, accumulate its evidence, or oppose and resist 
such accusations until said Board supplies” the information which was then 
requested in great detail as to each of the charges in Resolution No. 13440. 


I 


In response to the first request (A) for a more definite statement of the 
charges in Resolution No. 13440 the Board says: 

(1) There are a number of reasons why the Board might with entire propriety 
deny the request in its entirety, viz: 

(a) It does not meet the requirements of section 547.6 of the rules and 
regulations for the Federal Savings and Loan System, which require that such 
requests be presented as a resolution of the association and be supported by the 
filing with the Board of a certified copy of such a resolution. The request does 
not recite that there was an association resolution; and no copy has been filed 
with the Board. The request seems to be no more than the individual act of 
T, A. Gregory, the president of the association. 

(b) The request was not filed within the time permitted by said section 547.6, 
namely, within 15 days after the notice of hearing, dated May 12, 1960. 

(ec) There is no reason for believing that enumeration of the evidentiary de- 
tails requested in the present petition is necessary in order that Mr. Gregory 
and other persons associated with him in the management of the association 
may fully understand the charges and prepare a defense. He was the founder 
of the association and has been familiar with and dominated and directed all its 
activities. In July 1960 he petitioned the chairman of the House Committee on 
Government Operations to investigate the longstanding controversy between 
him and the Board as to the propriety of his operation of the association, includ- 
ing many of the very charges now to be heard by the trial examiner; and in 
testimony before that committee and in numerous statements to the press and to 
others he has amply demonstrated that the charges in Resolution No. 13440 con- 
cern matters peculiarly within his knowledge and that of his associates, and their 
entire familiarity with all details relating thereto. Furthermore, most of the 
matters of which the Board complains have been reported to the association in 
detail in reports of examinations of the association, furnished to its manage- 
ment, and have been discussed orally and in writing with the Board. 

(2) Nevertheless, in order that there may be no justifiable basis for a claim 
of surprise or lack of notice as to the nature of the proof to be presented in sup- 
port.of. the charges set forth in Resolution No. 13440, the Board responds to the 
petition as follows to the extent that the requests appear to be in any degree 
meritorious.and not merely dilatory : 

Charge I-1: There is no need for elaboration. The statement gives ample 
notice of the matter to be presented to the trial examiner. The presentation of 
detailed fact and figure evidence in support of this charge will not give rise to 
surprise as to the basic complaint. Undoubtedly the examiner will grant what- 
ever postponements might reasonably be requested to meet the Board’s evidence. 

Charge I-2: There is no need for elaboration. The statement gives ample 
notice of the matter to be presented to the trial examiner. The presentation 
of detailed fact and figure evidence in support of this charge will not give rise 
to surprise as to the basic complaint. Undoubtedly the examiner will grant 
oe postponements might reasonably be requested to meet the Board’s 
evidence. 

Charge I-3: Without limiting the generality of this charge as the evidence 
may develop it, the Board states at this time that improper action of the kinds 
stated in this charge occurred in connection with the loans to Acron Investments, 
i Velturon Corp., Metrim Corp., Fullerton Country Club, and Vernal Homes, 

ne, 

Charge I-4: Without limiting the generality of this charge as the evidence 
may develop it, the Board states at this time that among other loans subject to 
criticism under this charge it will present the facts as to the loans to Acron— 

59258—60—pt. 2——17 
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Investments, Inc., Velturon Corp., Metrim Corp., Fullerton Country Club, anq 
Bel-State Sixth, Inc., and the relationship of these transactions to the overa}j 
financial status of the association when the loans were made and while they 
were outstanding. The statement in the last sentence of this charge embraces 
these loans, and is too clear to require elaboration. 

Charge I-5: The Board states that it will present in support of this charge the 
facts as to the loans to Bel-State Sixth, Inc. 

Charge I-6: The Board states that among other evidence in support of this 
charge it will present the facts as to charges I-1 to I-5, inclusive, and charges 
II-1 to II-6, inclusive, and evidence of overstatement of assets and of under- 
statement or concealment of liabilities (including but not limited to the failure 
to reflect on its books an accrued liability for legal services rendered by Charles 
K. Chapman and others asserted to be at least $500,000, the elimination on its 
books of a $6,300,000 liability to the Federal Home Loan Bank of San Francisco 
and the crediting of that amount to its reserve for contingencies) and evidence of 
various other matters which have been repeatedly reflected in examination re 
ports made by Board examiners, copies of which were furntshed to the association, 

Charge I-7: There is no need for elaboration. The statement gives ample 
notice of the matter to be presented to the trial examiner. The presentation of 
detailed fact and figure evidence in support of this charge will not give rise to 
surprise as to the basic complaint. Undoubtedly the examiner will grant what- 
ever postponements might reasonably be requested to meet the Board's evidence, 

Charge I-8: Without limiting the generality of this charge, the Board states 
at this time that in support of this charge it will present the facts as to charges 
I-1 to I-7, inclusive, and charges II-1 to II-9, inclusive, of Resolution 13,440, 
and similar and related evidence. 

Charge II-1: There is no need for elaboration. The statement gives ample 
notice of the matter to be presented to the trial examiner. The presentation 
of detailed fact and figure evidence in support of this charge will not give rise 
to surprise as to the basic complaint. Undoubtedly the examiner will grant 
whatever postponements might reasonably be requested to meet the Board’s 
evidence. 

Charge II-2: There is no need for elaboration. The statement gives ample 
notice of the matter to be presented to the trial examiner. The presentation 
of detailed fact and figure evidence in support of this charge will not give rise 
to surprise as to the basic complaint. Undoubtedly the examiner will grant 
whatever postponements might reasonably be requested to meet the Board’s 
evidence. 

Charge II-3: There is no need for elaboration. The statement gives ample 
notice of the matter to be presented to the trial examiner. The presentation of 
detailed fact and figure evidence in support of this charge will not give rise 
to surprise as to the basic complaint. Undoubtedly the examiner will grant 
whatever postponements might reasonably be requested to meet the Board’s 
evidence. 

Charge II-4: Without limiting the generality of this charge, the Board states 
at this time that it will offer in support of this charge the facts relating to trusts 
I-1 to’ L-7, inclusive, and transactions pertaining thereto, during the years 
1951 to 1957, inclusive. 

Charge II-5: Without limiting the generality of this charge, the Board states 
at this time that it will offer in support of this charge evidence as to loans made 
to Acron Investments, Inc., Velturon Corp., Metrim Corp., Bel-State Sixth, Inc., 
and Ios Alamitos Land & Cattle Co., Inc., during the period 1956 through 
April 22, 1960. 

Charge II-6: Without limiting the generality of this charge, the Board states 
at this time that it will offer in support of this charge the same evidence out- 
lined in relation to charge I-6. 

Charges II-7, II-8, and II-9. There is no need for elaboration. The state- 
ment gives ample notice of the matter to be presented to the trial examiner. 
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II 


In response to the second request, (B), “For more definite statement of the 
grounds of emergency claimed for ex parte appointment of supervisory repre- 
sentative in charge,” the Board says: “First, under section 5(d) (2) of the 
Home Owners’ Loan Act it has the absolute discretion to appoint a supervisory 
representative in charge, and the exercise of such discretion is not subject to 
review by any trial examiner ; and second, the question of the reasons for or 
the propriety of such appointment is wholly irrelevant to the issues of fact before 
the trial examiner, the sole purpose of the hearing to begin on September Re 
1960, being to determine whether any of the grounds stated in Resolution 13,440 


exist for the appointment of a conservator for the association. The Board, 


therefore, denies said second request.” 


III 


With respect to the request for leave to examine books, records, and other 
papers and documents of the association, the Board says that the books, records, 
papers, and documents of the association antedating April 22> 1960, and relevant 
to the grounds stated in Resolution 13,440, may be inspected, copied, or photo- 
graphed by representatives of the association subject to the following conditions: 

(a) Material in the custody of the trial examiner or which has been marked 
in evidence or for identification may be inspected in such manner as he approves 
and directs; and 

(b) Inspection of material at the offices of the asociation may be made at such 
reasonable times, and in such manner, and by such limited number of persons, 
as the supervisory representative in charge approves, and in such manner as 
not to interfere with the operations of the business of the association. 

MARVIN C. TAYLOR, 
Ray E. DoueHerty, 
ALBION W. FENDERSON, 
PAuL E. McGraw, 

Counsel for the Federal Home Loan Bank Board, 

WASHINGTON, D.C., August 17, 1960. 





Exureitr K-9—DEMAND Notes DatTep Aprit 23, May 2, May 10, Jury 5, anp 
JuLy 14, 1960, AND LOAN AGREEMENT DATED ApRIL 23, 1960, RELATIVE TO LOANS 
EXTENDED BY FEDERAL SAVINGS AND LOAN INSURANCE CORPORATION, TO C. E. 
AULT, SUPERVISORY REPRESENTATIVE IN CHARGE OF LONG BEACH FEDERAL 
Savines & LOAN ASSOCIATION 


Exhibit A—Referred to in FHLBB Resolution No. FSLIC-888 


Harry W. CAULSEN, Secretary. 


DEMAND NOTE 

Amount : $10,000,000. 

Place: Long Beach, Calif. 

Date: April 23, 1960. 

Upon demand, for value received the undersigned promises to pay, in accord- 
ance with and subject to all the terms and conditions of this note and of that 
certain loan agreement dated April 23, 1960, between the undersigned and the 
Federal Savings and Loan Insurance Corporation, a copy of which is attached 
liereto, to the order of the Federal Savings and Loan Insurance Corporation, 
payee, the principal sum of $10,000,000 with interest from date on the unpaid 
principal at the rate of four per centum (4%) per annum payable semiannually 
on June 30 and December 31, provided, however, that at any time, and from 
time to time, the Corporation, or holder hereof, may lower the interest rate or, 
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upon fifteen days’ written notice to the Association, increase the interest rate 
brt in no event shall such increased rate exceed a rate of six per centum (6%) 
per annum. 

In witness whereof, the undersigned has caused this note to be executed by its 
duly authorized representative and has caused its corporate seal to be hereunto 
affixed. 

LONG BEACH FEDERAL SAVINGS & 
LOAN ASSOCIATION, 

[SEAL] By C. E. AULT, 

Supervisory Representative in Charge. 


as 


¢ 

Evrhibit A—Referred to in FHLBB Resolution No. FSLIC-838 

Harry W. CAULSEN, Secretary. I 

Q 

DEMAND NOTE ( 

Amount: $10,000,000. 4 

Place: Long Beach, Calif. : 

Date: May 2, 1960. i 

Upon demand, for value received, the undersigned promises to pay, in accord- ‘ 
ance with and subject to all the terms and conditions of this note and of that 

certain loan agreement dated April 23, 1960, between the undersigned and the t 

Federal Savings and Loan Insurance Corporation, a copy of which is attached | 

hereto, to the order of the Federal Savings and Loan Insurance Corporation, ] 

payee, the principal sum of $10,000,000 with interest from date on the unpaid 

principal at the rate of four per centum (4%) per annum payable semiannually | 

on June 30 and December 31, provided, however, that at any time, and from 


time to time, the Corporation, or holder hereof, may lower the interest rate or, 
upon fifteen days’ written notice to the Association, increase the interest rate 
but in no event shall such increased rate exceed a rate of six per centum (6%) 
per annum. 

In witness whereof, the undersigned has caused this note to be executed by its 
duly authorized representative and has caused its corporate seal to be hereunto 
affixed. 

LoNG BEACH FEDERAL SAVINGS & 
LOAN ASSOCIATION, 

[SEAL] By C. B. Avutt, 

Supervisory Representative in Charge. j 


Echibit A—Referred to in FHLBB Resolution No. FSLIC-836 
Harry W. CAULSEN, Secretary. 


DEMAND NOTE 

Amount: $10,000,000. 

Place: Long Beach, Calif. 

Date: May 10, 1960. 

Upon demand, for value received, the undersigned promises to pay, in accoru- 
ance with and subject to all the terms and conditions of this note and of that 
certain loan agreement dated April 23, 1960 between the undersigned and the 
Federal Savings and Loan Insurance Corporation, a copy of which is attached 
hereto, to the order of the Federal Savings and Loan Insurance Corporation, 
payee, the principal sum of $10,000,000 with interest from date on the unpaid 
principal at the rate of four per centum (4%) per annum payable semiannually 
on June 30 and December 31, provided, however, that at any time, and from 
time to time, the Corporation, or holder hereof, may lower the interest rate 
or, upon fifteen days’ written notice to the Association, increase the interest 
rate but in no event shall such increased rate exceed a rate of six per centum 
(6%) per annum. 

In witness whereof, the undersigned has caused this note to be executed by 
its duly authorized rej.resentative and has caused its corporate seal to be 
hereunto affixed. 

LonNG BEACH FEDERAL Savines & LOAN ASSOCIATION, 

[SEAL ] By C. E. Aut, Supervisory Representative in Charge. 
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Exhibit A—Referred to in FHLBB Resolution No. FSLIC-889 


————_- —_—_,, Secretary. 
DEMAND NOTE 

Amount: $10,000,000. 

Place; Long Beach, Calif. 

Date: July 5, 1960. 

Upon demand, for value received, the undersigned promises to pay, in accord- 
ance with and subject to all the terms and conditions of this note and of that 
certain loan agreement dated April 23, 1960, between the undersigned and the 
Federal Savings and Loan Insurance Corporation, a copy of which is attached 
hereto, to the order of the Federal Savings and Loan Insurance Corporation, 
payee, the principal sum of $10,000,000 with interest, if the Federal Savings 
and Loan Insurance Corporation elects to charge interest, payable semiannually 
on June 30 and December 31 at a rate to be determined by the Federal Savings 
and Loan Insurance Corporation prior to the close of each six months’ period, 
giving due regard to the fact that the loan is made for the purpose of prevent- 
ing a default, provided, however, that at no time shall the interest rate charged 
exceed four per centum (4%) per annum. 

It is agreed that the execution of this note on behalf of the association and 
the acceptance thereof by the Corporation shall constitute an amendment of 
Item No. 3 of the loan agreement referred to hereinabove to conform with the 
provisions of this note. 

In witness whereof, the undersigned has caused this note to be executed by 
its duly authorized representative and has caused its corporate seal to be 
hereunto affixed. 

Lone BeacH Feperat Savrnes & LOAN ASSOCIATION, 

[SEAL] By C. E. Autt, Supervisory Representative in Charge. 


Exhibit A—Referred to in FHLBB Resolution No. FSLIC-889 


, Secretary. 
DEMAND NOTE 

Amount : $5,000,000. 

Place; Long Beach, Calif. 

Date: July 14, 1960. 

Upon demand, for value received, the undersigned promises to pay, in accord- 
ance with and subject to all the terms and conditions of this note and of that cer- 
tain loan agreement dated April 23, 1960, between the undersigned and the Federal 
Savings and Loan Insurance Corporation, a copy of which is attached hereto. to 
the order of the Federal Savings and Loan Insurance Corporation, payee, the 
principal sum of $5,000,000 with interest, if the Federal Savings and Loan In- 
surance Corporation elects to charge interest, payable semiannually on June 30 
and December 31 at a rate to be determined by the Federal Savings and Loan In- 
surance Corporation prior to the close of each six-months’ period, giving due 
regard to the fact that the loan is made for the purpose of preventing a default, 
provided, however, that at no time shall the interest rate charged exceed four 
per centum (4%) per annum. 

It is agreed that the execution of this note on behalf of the Association and the 
acceptance thereof by the Corporation shall constitute an amendment of Item No. 
3 of the loan agreement referred to hereinabove to conform with the provisions 
of this note. 

In witness whereof, the undersigned has caused this note to be executed by 
its duly authorized representative and has caused its corporate seal to be here- 
unto affixed. 

Lone BEACH SAVING AND LOAN ASSOCIATION, 

[SEAL] , C. BE. Avr, 

Supervisory Representative in Charge. 
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Evhibit B.—Referred toin FHLLB Resolution No. FSLIC-838 
Harry W. CAvULSsEN, Secretary, 
LOAN AGREEMENT 


In order to prevent a default in the Long Beach Federal Savings & Loan Aggo. 
ciation, Long Beach, Calif., hereinafter called the “association,” the Federal Say. 
ings and Loan Insurance Corporation, Washington, D.C., hereinafter termed the 
“Corporation,” and the association agree that the Corporation, as hereinafter pro. 
vided, shall make loans to the association pursuant to section 406(f) of the Na- 
tional Housing Act, as amended, on the following terms and conditions: 


1. Loan commitment 


The Corporation agrees to loan to the association, during the period the associg- 
tion is in the possession of a supervisory representative in charge appointed by 
the Federal Home Loan Bank Board or a conservator appointed by the Federa} 
Home Loan Bank Board, an amount necessary to pay all withdrawal demands on 
account of the association’s share liabilities and to pay valid obligations of the as- 
sociation to the extent that the association’s own funds are not available for 
such purposes. The Corporation, subject to the approval of the Federal Home 
Loan Bank Board, reserves the right to withdraw or limit this commitment upon 
notice to the association. 


2. Disbursement of loan funds 


Advances of funds, pursuant to item 1, shall include an initial advance of 
$10 million, and shall thereafter be made in such amounts and at such times 
as may be necessary upon a satisfactory showing of need by the association. Such 
proof of need shall show that existing or anticipated withdrawal demands or 
valid obligations or both cannot then be paid by the association without such 
advances. All sums loaned by the Corporation to the association shall be placed 
in a separate bank account or accounts in the name of the supervisory representa- 
tive in charge, as superivsory representative in charge of the association, or, 
in the event a conservator is appointed for the association, in the name of the 
conservator, as conservator of the association, to be withdrawn only on his order 
or on the order of any person designated in writing by him. In the event the 
supervisory representative in charge or the conservator loses possession of the 
association, all amounts remaining in such accounts shall revert to the Corpora- 
tion and be applied to the reduction of the unpaid balance of the indebtedness 
owed by the association to the Corporation. 


8. Type of loan 


The loan advances shall be evidenced by notes executed by the association and 
payable on demand of the Corporation, with interest at the rate of 4 percent per 
annum payable seminannually on June 30 and December 31. Subject to the 
approval of the Federal Home Loan Bank Board, the Corporation may lower the 
interest rate or, upon 15 days’ written notice to the association, raise the interest 
rate to a rate not exceeding 6 percent per annum. In the event the association 
is unable to pay all or any interest when due, such payment may be waived in 
writing by the Corporation and the amount waived shall be added to the principal 
amount of the indebtedness owing to the Corporation. 


4. Collateral 


A. Requirement and. delivery of collateral—The Corporation reserves the 
right to require, subject to the approval of the Federal Home Loan Bank. Board, 
that any or all notes be secured by a pledge of assets of the association. All 
such collateral shall be segregated on the books and records of the association 
and all principal payments received by the association on such collateral shall 
be deposited in a special banking account. Such funds shall be used only for 
the liquidation of the indebtedness to the Corporation unless otherwise released 
by the Corporation or until the indebtedness to the Corporation has been paid 
in full. The Corporation, with the approval of the Board, may require that, 
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upon demand, any such assets be immediately delivered to the Corporation, or a 
designated agent thereof. Any assets pledged, together with any other collateral 
heretofore or hereafter pledged to the Corporation, shall be collateral for the 
payment or any indebtedness of the association to the Corporation, heretofore or 
hereafter contracted or existing. 

B. Additional and substituted collateral—Upon demand, the association 
agrees to deposit immediately with the Corporation or its agent such additional 
collateral or substitutions of collateral as the Corporation, with the approval of 
the Board, may at any time, or from time to time, require. Subject to the 
approval of the Corporation, the association shall have the right to withdraw 
items of collateral pledged and to substitute in lieu thereof other similar 
collateral of equal value. 

C. Release of pledged assets—The Corporation agrees to release assets 
pledged as collateral in the following instances : 

(1) A specific identified asset pledged as collateral shall be released by the 
Corporation upon payment in full to the association of the indebtedness evi- 
denced by the specific identified asset. 

(2) All assets pledged as collateral shall be released by the Corporation 
upon payment in full by the association to the Corporation of the association’s 
indebtedness to the Corporation. 

(3) Assets pledged as collateral shall be released by the Corporation upon 
request by the association whenever the value of the collateral, as determined 
by the Corporation, exceeds 160 percent of the association’s indebtedness to the 
Corporation, provided such release or releases do not reduce the value of the 
remaining collateral to less than 160 percent of the association’s indebtedness 
to the Corporation. 

D. Sale of collateral—tIn case of failure by the association to make pay- 
ment, when due, of the principal or interest of any note, the Corporation is 
authorized, subject to the approval of the Federal Home Loan Bank Board, 
to sell, assign, and deliver the whole or any part of the above-mentioned col- 
lateral and any substitutions therefor, or additions thereto, at any public or 
private sale, without advertisement or notice of the time or place of sale, or 
adjournments thereof, which are hereby expressly waived by the association, 
the association hereby waiving any and all equity or right of redemption 
whether before or after sale hereunder, and upon such sale the Corporation, 
with the approval of the Board; may become the purchaser of the whole or 
any part of the said collateral, free from any such right or equity of redemption. 
In case of such sale or sales, after deducting all costs, attorneys’ fees, and other 
expenses of collection, the Corporation may apply the residue of the sale or 
sales to the payment of any or all of the indebtedness of the association to the 
Corporation, returning the excess, if any, to the association. 

BE. Collection of collateral indebtedness.—Without limiting or affecting the 
rights of the Corporation to sell part or all of such collateral, the Corporation, 
subject to the approval of the Federal Home Loan Bank Board, is further 
authorized, in case of any default in payment, to collect or cause to be col- 
lected or otherwise converted into money any part of the said pledged, substi- 
tuted, or additional collateral, by suit or otherwise, and is hereby authorized 
in such case to surrender, compromise, release, renew, eXtend, or exchange any 
item of such collateral without prior notice to, or consent of, the association. 
And in case of such collection or conversion into money of such collateral or 
part thereof, the Corporation, after first deducting the costs, attorneys’ fees, 
and expenses of collection, shall, subject to the approval of the Board, apply 
the balance of such proceeds to the payment of any note or other indebtedness of 
the association, whether due or not, in such manner as it shall choose. It is 
further understood and agreed that any delay on the part of the Corporation 
in exercising any rights hereunder shall not operate as a waiver of said rights 
and that the Corporation need not resort to the collateral before exercising any 
of its other rights hereunder. 

F. Compromise or modification of collateral—The association shall notify 
the Corporation of any compromise or modification of the terms of any collateral 
pledged to the Corporation pursuant to this agreement. 

G. Inspection of collateral and other assets.—The association consents to have 
representatives of the Corporation inspect, at any time, any or all collateral 


Pledged for the security of any note or notes and any other assets of the 
association. 
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5. Loan repayments 

The association may effect payment of its indebtedness to the Corporation as 
follows: 

(a) Without notice, it may make full or partial payment in cash to the 
Corporation; and 

(b) With the approval of the Corporation, it may surrender the collatera] 
assigned to the Corporation in which event the fair market value of the eo}. 
lateral shall discharge an equal amount of principal. 


6. Other association covenants 


(a) In the event any notes or any parts thereof are collected by an attorney, 
either with or without suit, the association agrees to pay a reasonable attorney’s 
fee and costs of collection. The association waives presentment for payment, 
protest, notice of protest, and notice of nonpayment of any note. 

(b) The association agrees to submit to the Corporation monthly reports of 
its operations and any other reports that the Corporation may, from time to 
time, deem necessary. 


7. Conclusion 


This agreement shall be binding on the parties thereto and shall inure to the 
benefit of and be binding upon the successors and assigns of the Corporation 
and the association. 

In witness whereof, the undersigned have caused this agreement to be exe- 
cuted by their duly authorized representatives and have caused their seals to 
be hereunto affixed on the dates opposite their respective signatures. 

Lone BreacH FEDERAL Savines & LOAN ASSOCIATION, 
By C. E. Aut, Supervisory Representative in Charge. 

Attest: 

[SEAL] Lewis C. HARRINGTON. 
APRIL 23, 1960. 

FeperRAL Savines & LOAN INSURANCE CORPORATION, 
By W. H. Hussanp, General Manager. 

Attest : 

[SEAL] Harry W. CAvLson. 
APRIL 19, 1960. 
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Comparison of 5 Federal associations in southern California in selected “high” 
categories in 1959 with Long Beach Federal and all Federals in souther, 
California—Long Beach FS&LA, Long Beach, Calif. 


COMPARATIVE BASES 














Relationship of construction | Relationship of constrnetign 
Assets at Dec. 31, 1959 loans to total loans made in loans made in 1959 to average 
1959 capital 
Association Amount (in Association Percent| Association Percent 
thousands) 
California FS&LA, Los $522,418 | Garden Grove 83.2 | Home FS&LA of 78.9 
Angeles. | FS&LA, Garden | San Diego. 
| Grove. | | 
Coast FS&LA, Los | 405,640 | First FS&LA of Bell- 81.9 | Central FS&LA of 63.9 
Angeles. | flower. San Diego. | 
Glendale FS&LA, Glen- | 300, 343 | Home FS&LA of 81.5 | Garden Grove 82.4 
dale. | San Diego. FS&LA, Garden 
| Grove. I 
Home FS&LA of San 203,102 | Central FS&LA of 76.7 | Provident FS&LA of 53.9 
Diego. | San Diego. } Riverside. 
Fidelity FS&LA of | 172, 984 | First FS&LA of | 74.5 | Oceanside FS&LA, 18.9 
Glendale. Long Beach. | | Oceanside, 
Long Beach FS&LA, NE Ce biteticenone scan iepnibiage FO aenknteanas ‘ 11.2 
Long Beach. | 
Average of all (50) Fed- |_____- SRI ae aaa te ee e 44.1 17.5 
erals in southern Cali- 
fornia. 
| \ 





Comparison of 5 Federal associations in southern California in selected “low” 
categories in 1959 with Long Beach Federal and all Federals in southern 
California—Long Beach FS&LA, Long Beach, Calif. 


COMPARATIVE BASES 











| 
| Relationship of construction | Relationship of construction 
Assets at Dec. 31, 1959 loans to total loans made in | loans made in 1959 to average 
1959 capital 
—$——— | a - t— 
Association Amount (in Association | Percent Association | Percent 
thousands) | ' 
Garden. Grove FS&LA, | $4,970 | First FS&LA of 1.0 | First FS&LA of | 0.3 
Garden Grove. South Pasadena. South Pasadena | 
Orange Belt FS&LA, 4,994 | Southern FS&LA, 1.7 | Southern FS&LA, | $ 
Colton. Los Angeles. | Los Angeles. 
Culver City FS&LA, 7,199 | Western FS&LA, 4.9 | Western FS&LA, 1.9 
Culver City. | Los Angeles. | Los Angeles. } 
Hemet FS&LA, Hemet. 9,807 | Quaker City FS&LA, | 5.9 | Quaker City FS&LA, | 1.9 
Whittier. | Whittier. 
Provident FS&LA of 10,145 | First FS&LA of 14.5 | Union FS&LA, Los $.2 
Riverside. Santa Monica. Los Angeles. 
Long Beach FS&LA, I a ea daccectceeca, OO Boies ned --| 2 
Long Beach. | | | 
I I rt ne ee  cdabonkuen 44.1 E ccbknsbeeeeneeeell | 17.5 
érals in southern Cali- 
fornia. 
| | 











Exuisit K-11—Letrer From ALBERT J. RoBeERTSON, CHAIRMAN, FEDERAL HOME 
LOAN BANK Boarp, To Hon. JOHN E. Moss, SEPTEMBER 15, 1960 


FEDERAL HoMge LOAN BANK BOARD, 
Washington, D.C., September 15, 1960. 
Hon. JoHn E. Moss, 
Chairman, Special Subcommittee on Home Loan Bank Board, 
Washington, D.C. 

Dear Mr. CHAIRMAN: Attached hereto is a compilation of letters to supervisory 
agents, a list of the largest Federal savings and loan associations in the State of 
California and the 11th Federal Home Loan Bank District, and a statement 
with respect to adjustments in the books of Long Beach Federal Savings & Loan 
Association, Long Beach, Calif., concerning attorneys’ fees. ‘This material was 
requested on pages 1790, 2023, and 2160 of the transcript of the recent hearings 
before your subcommittee. 
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It is our understanding that Mr. Walters has already supplied the subcom- 
mittee with a copy of the Manual of Examining Procedure and that Mr. W ilfand 
pas identified, for Mr. Glick, a copy of the so-called Wilfand agreement supplied 
to you by Mr. Gregory. In this connection, we should like to point out that this 
so-called agreement was drafted under pressure of time and was intended to be 
only an initial draft prepared solely for discussion and working purposes. It 
was not intended to be a final and definite agreement, nor did it represent the 
considered views of the legal department with respect to its legal sufficiency or 
“Tebow also like to point out an error in my testimony which has been called 
to my attention. At page 1716 of the transcript I testified that the supervisory 
representative in charge of Long Beach Federal Savings & Loan Association had 
paid the insurance premium which was due. This was my understanding at the 
time of my testimony. Although the supervisory representative included the 
insurance premium as an expense item and made provision for its payment at the 
time of the closing of the books on June 30, 1960, actual payment was not made, 
pending consideration of the effect, if any, payment of the premium might have 
on the position taken by the former management of the association in its litiga- 
tion with the Federal Savings and Loan Insurance Corporation and the Federal 
Home Loan Bank Board. 

Sincerely, 


ALBERT J. ROBERTSON, Chairman. 
Exuisir K-12—FeveraL HoMe LOAN BANK Boarp ORDER No, 13440, May 12, 1960 


Whereas by Order No, 13,372, dated April 19, 1960, the Federal Home Loan 
Bank Board appointed a supervisory representative in charge to take charge 
of the Long Beach Federal Savings & Loan Association, Long Beach, Calif., 
and its affairs, pending further disposition of said association and its affiairs: 
and 

Whereas said supervisory representative in charge took charge of said asso- 
ciation and its affairs on April 22, 1960, and since said date has been and now 
is in charge thereof ; and 

Whereas in the opinion of the Federal Home Loan Bank Board the following 
grounds exist which are cause for the appointment of a conservator for the 
Long Beach Federal Savings & Loan Association, Long Beach, Calif. : 


I. THE ASSOCIATION ENGAGED IN UNSAFE OR UNSOUND OPERATIONS 


1. Said association declared and paid dividends on savings capital during the 
years 1958 and 1959 when its net income and undivided profits were insufficient 
to make required additions to loss reserves and to pay the said dividends. 

2. Said association, during the month of December 1959 declared as a policy 
a current dividend rate of 444 percent per annum commencing January 1, 1960, 
to be credited on share accounts as of the close of business June 30, 1960, when 
its undivided profits and earnings were insufficient to justify such declaration 
of policy or payment of such dividend. 

3. Said association has taken into income and has used for the purpose of 
paying expenses and dividends large amounts of proceeds of loans made for, 
and necessary to finance to completion, the construction of houses which were 
specified security for the loans, the construction of many of which houses has 
been suspended or abandoned, and has refinanced and increased loans to seri- 
ously delinquent borrowers for the same purpose. 

4. Said association has concentrated a high percentage of its lending activity 
in long-term construction loans to a small number of borrewers. The associ- 
ation is taking a disproportionate share of the risks of the speculative real 
estate ventures financed by said loans. The association has failed to make 
available to Federal Home Loan Bank Board examiners, and has refused to 
comply with the requests of the Federal Home Loan Bank Board to obtain and 
make available to the examiners, credit reports or financial statements pertain- 
ing to said borrowers. 

5. Said association in the period August through December 1959 made long- 
term construction loans aggregating approximately $6 million to a corporate 
borrower which was then substantially delinquent in payments due on other 
association loans. At the time such new loans were made, the association knew 
that the record owner of all the borrower’s stock had executed a trust agree-- 
ment early in 1959 for the benefit of certain creditors, among whom was the 
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association, and that in July 1959 all or nearly all the property of said record 
owner, including the stock in the borrower corporation, had been attached in q 
suit for approximately $2,800,000. The association has failed to comply with 
the request of the examiners of the Federal Home Loan Bank Board to make 
available for their inspection financial statements or credit reports pertaining 
to said corporation or the record owner of its stock. 

6. Said association’s books and records fail to reflect its true financial condi: 
tion and the Board is unable to ascertain therefrom whether its assets are more 
or less than its obligations to its creditors and others including its members, 
7. The association in September 1957 sold its beneficial interest in eight trusts 
holding over $14 million in assets at an immediate loss of approximately $600,000 
and a loss of future income. The association enabled the purchaser to cop- 
summate the sale with no investment of his own by granting him an $11.7 mil. 
lion purchase money mortgage and releasing to him its preexisting liens on 286 
trust properties which served as collateral for loans from other institutions 
the proceeds of which he used as the $2 million downpayment in the transaction, 
The association did not have in its files any credit or financial information or 
other evidence of financial ability of the borrower. 

8. Said association has a management which is unsafe and unfit to manage a 
Federal savings and loan association, in that its management has caused the 
association to violate law and regulations and engage in unsafe or unsound 
operation. 


II. THE ASSOCIATION HAS VIOLATED LAW AND REGULATIONS 


1. Said association has failed, sinee 1947, to pay to the Federal Savings and 
Loan Insurance Corporation the premium charges for insurance of the associ- 
ation’s accounts of insured members, in violation of section 404(a) of the 
National Housing Act, as amended, and in violation of section 563.15 of the 
Rules and Regulations for Insurance of Accounts. 

2. Said association has failed, since 1948, to acquire, hold, and maintain its 
stockholdings in the Federal Home Loan Bank of San Francisco in the required 
amount. in violation of section 6(1) of the Federal Home Loan Bank Act. 

8. Said association has failed to build up and maintain a Federal insurance 
reserve account as required by the Rules and Regulations for Insurance of 
Accounts. 

4. Said association has, through the device of trusts, speculated in real estate, 
in violation of section 5 of the Home Owners’ Loan Act of 1933, as amended. 

5. Said association has made loans on ineligible security in violation of 
section 5(c) of the Home Owners’ Loan Act of 1933, as amended, and in viola- 
tion of section 545.6—-1 of the Rules and Regulations for the Federal Savings 
and Loan System. 

6. Said association has failed to maintain a complete record of all business 
transacted by it, in violation of section 545.20 of the Rules and Regulations 
for the Federal Savings and Loan System. 

7. Said association has failed to make annual reports of its affairs and 
forward copies thereof to the Federal Home Loan Bank of San Francisco; in 
violation of section 545.21 of the Rules and Regulations for the Federal Savings 
and Loan System, section 563.18 of the Rules and Regulations for Insurance 
of Accounts and section 523.15 of the Regulations for the Federal Home Loan 
Bank System. 

8. Said association’s officers have failed to make monthly reports to its 
board of directors on forms prescribed by the Board and forward copies thereof 
to the Federal Home Loan Bank of San Francisco, the Federal Home Loan Bank 
Board and the Federal Savings and Loan Insurance Corporation, in violation 
of section 545.23 of the Rules and Regulations for the Federal Savings and Loan 
System and section 563.18 of the Rules and Regulations for Insurance of 
Accounts. 

9. Said association has failed to transmit to the Federal Home Loan Bank 
Board and to the Federal Home Loan Bank of San Francisco certifications 
that it has either mailed to each of its members or published in newspapers 
annual statements of condition, in violation of section 545.23 of the Rules and 
Regulations for the Federal Savings and Loan System. 
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Resolved, That pursuant to and under authority of the provisions of section 
5 of the Home Owners’ Loan Act of 1933, as amended (12 U.S.C. 1464) and 
section 547.6 of the Rules and Regulations for the Federal Savings and Loan 
System (12 CFR 545.6) (1959 Rev.), an administrative hearing will be held at 
10 a.m. on the 27th day of June 1960, in room 535, Federal Building, 312 North 
Spring Street, Los Angeles, Calif., on whether said grounds exist for the appoint- 
ment of a conservator at which hearing the Long Beach Federal Savings & Loan 
Association may appear and show cause why such conservator should not be 
appointed. 

Resolved further, That the secretary to the Federal Home Loan Bank Board 
be and he hereby is instructed to send forthwith by registered mail to said 
association at its last known address as it appears on the records of the Board 
and to each director of said association known by the secretary to be such at 
the last known address of each as the same shall appear on the records of the 
Board an authenticated copy of this resolution as notice to said association. 

I, Harry W. Caulsen, do hereby certify that I am secretary to the Federal 
Home Loan Bank Board, that as such secretary I am keeper and have charge 
of the files, records, and proceedings of said Federal Home Loan Bank Board, 
and that the foregoing is a true and correct copy of Resolution 13440, issued 
by the Federal Home Loan Bank Board on May 12, 1960. 

“In witness whereof I have hereunto set my hand and caused the seal of said 
Federal Home Loan Bank Board to be duly affixed hereto this the — day of 
, 19—. 
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